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FINANCIAL RIGHLIBHTS

Energizer Holdings, Inc., a global leader in the dynamic business of providing portable power,

ranks among the world's largest manufacturers of primary batteries and flashlights. Energizer is

also the parent company of Schick-Wilkinson Sword, the second largest manufacturer of wet shave

products in the world. Energizer trades on the New York Stock Exchange under the symbol ENR.

YEAR ENDED SEPTEMBER 20, 2006 2005 2004 2003 2002 ~
NetfEaenio sk inknillionsy

Net Earnings, excluding certain unusual items $260.9 $280.7 $261.0 $221.8 $178.4
SWS inventory write-up, net of tax (a) (58.3)

Net Earnings $260.9 77$ 280.7 $ 2671.6- $163.5 $ 178.:1—
BilutedlEarning siRegShare]

Net Earnings, excluding certain unusual items $ 414 $ 3.82 $ 313 $ 2.5 $ 192
_SWS inventory write-up, net of tax (a} (0.66)

Net Earnings o $ 414 $ 382 $ 737.13 g 1.85 7 $ 192
Diluted Weigr;e;d-Average Shares Qutstanding 63.1 735 o 83.4 88.2 92.8_ -
teelGashiElowRintmillions R b

Operating cash flow $373.0 $2959 $479.3 $437.9 $205.5
Capital expenditures (94.9) (103.0) (121.4) (73.0) {40.7)
Free Cash Flow 7 $ 2781 $ 192.9 5 3;9 $364.9 % 164.8

Non-GAAP Financial Presentation

In addition 1o its eamings presented in accordance with generally accepled accounting principles (GAAP), Energizer has presented certain non-GAAP measuras in the table
above which it befieves are useful to readers in addition to traditional GAAP measures. These measures sheutd not be considered as an alternative to comparable GAAP measures.

(a) In 2003, earnings are presented with and without the impact of a write-up recorded on inventery acquired through the purchase of Schick-Wilkinson Sword (SWS) from Pfizer,
GAAP requires inventary 1o be valued as if Energizer was a distributor purchasing the inventory at fair market value, as opposed (o its historical manufacturing cost. As a
result, there was a one-time aliogation of purchase price to the acquired inventery which was $89,7 million, pre-tax, or $58.3 million, after tax, higher than historical manu-
facturing cost. Because inventory value and cost of product sold for ali product manufactured after the acquisition date are based upon actual production costs, as dictated
by GAAP. Enesgizer believes presenting eamings excluding the inventery wnie-up is useful to investers as an additionat basis for comparison to prior and subsequent periods,

{b) Free cash flow is defined as net cash from operations, less capital expenditures. The Company views free cash flow as an important indicator of its abifity to repay debt, fund
prowth and return cash ta shareholders. Free cash flow is not a measure of the residual cash flow that is available for discretionary expenditures. since the Company has certain
nen-discretionary cbiigatiens, such as debt service, that are not deducted frem the measure. From Aprll 1, 2000 to September 30, 2006, cumuiative cperating cash flow
and capital expenditures were $2.22 billion and ${0.55) billion, respectively. Cumulative free cash fiow for the period April 1, 2000 1o September 30, 2006 was $1.67 billion.
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We compete successfully in the
global marketplace by strategi-
cally focusing on two complemen-
tary businesses, each anchored
by universally recognized, world-
class brands - Energizer® and
Eveready™ primary batteries
and flashtights, and Schick® and
Wilkinson Sword™ shaving systems
for men and women.

Batteries and Lighting Products | p4
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WARD M. XLEIN
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To Our Shareholders: Fiscal 2006 was another highly successful year for Energizer Holdings with

solid performance achieved by our two major businesses despite significant headwinds - in the

form of commodities, currencies and competition.

As an organization, we remain focused on delivering consistent and
superior financial performance. Concentrating specifically on innovation
and cost control across just two consumer product categories gives
us a distinct advantage as we face large, worldwide conglomerates in
the global marketplace. We are passionate and flexible in striving to meet
the needs of cur consumers and retail customers.

Financial Performance
For the fiscal year ended September 30, 2006 - our sixth full year as a
stand-alone company - Energizer's net earnings were $240.9 million,
and earnings per share increased 8 percent to $4.14 —

well below the $71.99 share price at fiscal year-end. In July 2006, the
company's Board of Directors approved a new authorization for the com-
pany to acquire up to 10 million additional shares of its common stock.
As of September 30, 8.8 million of the authorization remains available.

We view share repurchase as a means Lo generate investment returns
for our shareholders. We opportunistically repurchase shares in instances
where we believe our equity is undervalued relative to our future
prospects. To date, share repurchases have been a great investment, as
we have consistently surpassed market expectations.

—, Challenging Business Climate

compared to $3.82 the year before. Net sales for the
year grew to a record $3.1 billion.

Earnings per share growth remains strong and
consistent, driven primarily by the profit generated by
our operating businesses, as well as our active share

INESIE G
Net sales for the
company grew

In seeking to sustain our solid financial performance and
steady stock price appreciation, we confront various
challenges in the marketplace.

Raw materials. Substantial increases in the cost of raw
matearials such as zinc, a key ingredient in batteries,

repurchase program. Accorcingly, executive manage- to a record necessitated our first across-the-board price increase
ment IIS mce;:e.d to de}wer a m|nh|mum 0; iOg).ercte:t / ‘/f \ C/ ] in years. We use roughly 75 million pcunds of zinc a
annual growth In earnings per s .are and subjec . © \R ) ) year, s0 a 1 cent cost increase has a negative impact of
financial penalties if earnings decline. For the last five \_\-JD/ =~ i $750,000 annually - and the price of zine escalated
years, our earnings per share has grown at a \ / @) from 64 cents a peund at the end of fiscal 2005 to over
compounded annual growth rate of 21 percent, one of o o $2.00 a pound in November 2006, making the cost
. N l] ) '
the best growth rates in the U.S. household products 3} ;[ [ g O challenge significant. The 6.7 percent price increase

group. And since our spin-off in 2000, our share price
has been highly correlated with earnings per share with
shares appreciating over 200 percent.

in fiscal 2006.

previously implemented in U.S. and other markets,
combined with a number of additional price increases

We remain intently focused on generating cash flow
as the engine to grow our business, strengthen our balance sheet and
reward long-term shareholders. In fiscal 2006, we generated $278 million
of free cash flow, increasing our total since our spin-off to $1.67 billion,

Qur foremost priority for the use of cash flow is to fund innovation in
our current businesses. OQur second priority for the use of cash flow is
acquisitions, and we continue to actively seek opportunities that would
complement cur existing consumer preducts businesses. Finally, we
focus on share repurchase and debt repayment for the use of cash flow.

Share Repurchase

During fiscal 2006, the company repurchased 11.3 million shares of
its comman stock for $600.7 million. Since our spin-off in April 2000,
we have repurchased 47 percent of the original shares outstanding -
a total of 45.4 million shares for $1.9 billion at an average price of $42.29,

L 2o ENR 2006 ANNUAL REPORT

including the recently announced adjustment effective
January 2007 for the United States, will help to offset
a portion of the rising zinc costs.

Foreign currencies. With half our sales outside the United States, we
face the risk of weaker foreign currencies. For examptle, a 10 percent
weakening of the euro or yen translates into a negative impact on
Energizer of approximately $10 million on an annualized basis.

Competition. Energizer faces a formidable consumer package goods
competitor many times our size. Though small by today’s standards, we
boast a substantial presence in those categories where we choose to
compete. Certainly size matters, but we believe scale in the catagories
where we participate is most impertant - and Energizer claims a
substantial share in the categories we operate in. Focusing our energies
and leveraging our expertise in two primary business categories allows us
to effectively compete in the marketplace.




Focus on Strategies

To cvercome these competitive pressures and market forces, we
continue ta focus on the proven strategies we have in place and on our
mission of delivering portable power and wet shave solutions to
consumers and trade customers better than anyone else - something
we do by intensely focusing on innovation and cost discipline.

Batteries and Lighting Products. The battery category remains healthy
and Energizer is best positioned in the growing parts of the market. U.S.
househalds currently own 2.2 billion battery-powered devices, a number
projected to continue growing 8 percent annually - and one-fourth are
high-drain devices. We continue to follow clearly defined strategies to
build sales and share in cur Batteries and Lighting Products segment.

1. Broad Portfolio - Offering the broadest range of portable power solutions gives

us multiple opportunities to meet diverse consumer and customer needs with
a strong platform to trade up consumers to more premium products.

2. Brand Support - Brands matter in the battery category, and we aggressively
support our well-known Energizer® and Eveready® brands with meaningful
advertising and promotional support.

3. Minimize Overhead - A lean overhead structure enables us to fund our brand-
building efforts, while delivering healthy gperating margins and generating
strong cash flow.

Razors and Blades. In the Razors and Blades segment, our proven
strategies produced record profits last year and have fueled a com-
pounded annual sales growth of 8 percent over the past three years.

1. Encourage Trade-Up - Through continuous product innovation and strong
brand support, we seek to trade up consumers to new improved products

in each area where we compete - nmen's arnd women's wet shaving systems
and disposables.

2. Geographic Expansion - We continue to expand the global presence and
sales of Schick-Wilkinson Sword {SWS), introducing shaving solutions in
more countries and classes of trade where we currently market batteries.

3. Minimize Overhead - Low overhead cost allows us to fund brand-building
programs and improve operating margins,

Focus on Innovation

Creatively focusing on inngvation in products and technology, Energizer
is able to compete successfully against larger rivals. Examples of
innovation are numerous across our battery and blade businesses -
from the world's first four-bladed razor and first all in ene razor to the
only battery line harnessing the power of lithium in a 1.5 volt cell, from an
akaline battery with patented titanium technology to advanced titanium
blade-coating technology, from the world's only hearing aid battery
dispenser to the proprietary inteliigent power management technology
in our new cell phone charger.

Stock Price Performance
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Focus on Cost Containment

While introducing innovative new products and bullding our brands,
we maintain an equally intent focus on continuous improvement across
our manufacturing operations. Qur goal is to drive non-value added
activities out of all business processes.

Lean transfermation. Focusing on cost containment throughout
the arganization, cur lean transformation continues to gain traction.
The essence of our lean initiative, which has totally transformed our
battery manufacturing over the last three years, is to focus on things
that add the maost value to customers and consumers, and eliminate
the least important. These efforts have resufted in significant cost savings
over the past three years, helping offset the impact of rising material
and fuel costs.

European restructuring. A major cost-reduction effort is under way to
streamiine our commercial structure in Europe and use our resources
mare efficiently. The initial phase, restructuring of our European supply
chain, was substantially completed in the fourth quarter of 2006 at a total
cost of $24.1 million, pre-tax, and is expected to produce annual cost
savings of approximately $6 million beginning in fiscal 2007, Currently,
we are combining our battery and blade commercial management,
sales and certain support functions within selected countries. This
phase is expected to cost $27-333 million, of which $13.3 million
was recognized in 2006. Once fully implemented, annual cost savings of
$15-520 miltion are expected.

Outlook for the Future

All around the world, Energizer colleagues continue to achieve excep-
tional results. This highly experienced and talented team is passionate
about delivering portable power and wet shave solutions - and energized
about doing it better than anyone eise. Qur team-criented, small-
company culture, world-class brands and global distribution system - and
our cellective focus on innovaticn and cost control - continue to be a
profitable combination for our long-term shareholders.

L nd T

Ward M. Klein

Chief Executive Officer
Energizer Holdings, Inc.
November 15, 2006

Comparigon of Cumulative
Total Return on $100 invested
in Energizer Heldings, Inc. on
its first day of trading, April 1,
2000, versus the S&P 500 and
S&P 400 Mid Cap Indices
through September 29, 2006.
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Powering people’s lives in every corner of the globe, Energizer
meets diverse consumer needs with the broadest range of
portable power solutions - from low-cost carbon zinc batteries
suited for discount trade classes and developing markets to
the world's only lithium AA and AAA primary batteries.
Anchored by our universally recognized and respected
Energizer® and Eveready® brands, our product portfolio covers
three distinct segments of the total battery categary, defined
from the consumer’s perspective - household batteries,
specialty batteries and battery-powered lighting products.

Household Batteries
Household batteries currently acceunt for 86 percent of the
total Batteries and Lighting Product’s safes. We compete in
three sub-segments - premium, perform-

Specialty Batteries

Energizer markets a comprehensive portfolio of speciatty
batteries for small electronic devices including hearing aids,
watches, calculators, cameras, toys and more.

tighting Products

We offer a complete line of battery-operated flashlights
and lanterns under the Energizer® and Eveready® brands.
Introduced in mid-2006, Energizer® Weather Ready™ flash-
lights, lanterns and area lights are designed to meet consumer
needs for both hand-held and area lighting in the event of a
power outage. During the year, we expanded our Disney light-
ing portfolio with new products themed around the Disney
Pictures releases, “Cars” and “Pirates of the Caribbean: Dead
Man's Chest.”

j

ance and price - with a portfolio of familiar
AAA AA, C, D and 9-volt sizes.

NS @

Advertising and Marketing

Premium batteries. Premium batteries Energizer® % the SU'?CESSM "Ke_eP GOi“g”"adVGFtiSiﬂg/
represent the largest and most profitakle Lithium® batteries marketl.ng campaign (T‘ontmue.s 10 gain
sub-segment, and our Energizer® MAX® flag- poputarity for our flagship Energizer® brand
ship a'kaline brand delivers dependable, last up to and the iconic £nrergizer Bunny*. Early in

long-lasting performance for the devices
consumers use every day.

Performance batteries. Energizer continues
to lead in the fast-growing performance bat-
tery sub-segment, offering high-performing
products designed to meet the power
requirements of today’s digital devices - from
extreme high-power lithium, to performance
alkaline, to rechargeable round cells. -

The world's longest-lasting AA and AAA

hatteries in high-tech devices, our Energizer*
e?* Lithium™ batteries last up to seven times longer in digital
cameras than leading ordinary alkalines - and take up to 630
pictures compared to up to 200 pictures with competitors’
nickel oxy hydroxide batteries and only up to 90 pictures with
leading ordinary alkaline batteries.”

The Energizer® Energi To Go™ Instant Celt Phone Charger,
launched in mid-2006 to address today's on-the-go
consumer lifestyles and the increasing power demands of
cell phones, provides power to operate a wireless phone in
as little as 30 seconds, depending on the madel.

Energizer e?* Titanium Technology® alkaline batteries,
featuring advanced cell construction, offer exceptional power
and performance in high-tech devices.

The global leader in branded nickel-metal hydride battery
sales, we expanded our existing Energizert Rechargeable*®
portfolio during 2006 - adding a 1000 mAh AAA. The new,
sleekly styled Energizer® e?" Rechargeable Easy Charger
delivers both form and function with interchangeable face-
plates that consumers can match to their home decor.

Price batteries. In the price sub-segment, our Eveready*
carbon zinc batteries and Eveready™ Gofd* alkaline batteries
offer valug-conscious consumers affordable, reliable perform-
ance in less demanding devices and a recognizable, trusted
brand name.

/% WOMZEIT
in digital cameras

than ordinary
alkalines.”

2006, we established the “Energizer Keep
Going Hali of Fame” to recognize individuals
whose attributes and actions best exemplify
the qualities of perseverance, determination
and the never-quit attitude that epitomizes
our own Energizer Bunny. Baseball legend
Cal Ripken, Jr., holder of the all-time record
for consecutive games played, was named
as the first inductee, and following public
nominations and online voting, determined
St. Louis burn survivor John C'Leary became
the first people’s choice inductee.

Qur “Plan. Prepare. Protect.™” hurricane education pro-
gram, unveiled in advance of the 2006 hurricane season,
encouraged residents in frequently hard-hit regions to be
proactive about hurricane preparedness with relevant safety
messages, tips and community events,

Global Markets and Sales
Energizer manufactures over 4 billion batteries annually at
19 production and packaging facilities on four continents,
and markets our well-known brands in
165 countries of the globe.

Total sales for our Batteries and
Lighting Products segments grew
4 percent in fiscal 2006 to $2,147
million, with segment profit growing
1 percent to $442 million. Excluding
research and development expenses,
Nerth America Battery contributed
57 percent of segment sales and
63 percent of segment profit, while
Internaticnal Battery accounted for
43 percent of segment sales and
37 percent of segment profit.

“AA oniy: Resuils vary by camera,

Our attention-grabbing
Energizer Performance

Brands retail display
mcorporates cues and
clues gained from shopper
insights. The “More Power,

fore Performance” header
tel's shoppers our products
are different, and the
uniquely colored pareis
and product information
make it easy to select the
night batteries for their
high-tech needs.
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Razors & Blades

Quattro® Power*
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Xtreme 3" Protector” Silk Effects” Plus
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Lady Protector”

Xtreme 3" Disposable
N Comfort Plus”

Schick* ST*

Schick-Wilkinson Sword
offers leading global brands
in all three segments of the

wet shave category - men's

systems, women's systems
and disposables - including
single- and triple-bladed
razors, the world’s first four-
bladed razor and an all in one
shaver for women.

Visit www.shaving.com for
product details, plus shaving
tips, facts and history.




Schick-Wilkinson Sword (SWS) ranks as the world’s second
largest manufacturer and marketer of men’s and women's
wet shave products. With two widely recognized personal
care brands, SWS competes successfully in all three
segments of the global wet shave category - men’s shaving
systems, women’s shaving systems and disposables. Our
worldwide sales continue to grow, fueled by the introduction
of innovative, high-performance shaving products and trading
up existing SWS users.

Men's Shaving Systems
The SWS share of the U.5. men’s wet shaving systems market
has grown from & percent to 9 percent according to A.C.
Neilsen over the last three years, driven by the

flexes and pivots, we launched the Xtreme 3* Comfort Plus™
for Men and Women in early 2006. This improved product is
the only triple-biade disposable with pre- and post-shave
lubricants - pre-shave oil and aloe for men and shea butter
and aloe for women - for a close, more ¢comfortable shave
compared to the eriginal Xtreme 3* disposables.

Schick® ST* Slim Twin features a slim double-blade
design, one-push cleaning button and No Slip Rubber Grip
curved and contoured handle,

Advertising and Marketing

“Get Your Own,” the successful Quattro™ For Women™ launch
campaign, continued running in 2006 and was subsequently
_, adapted to support the introduction of

success of our Schick™ Quattro® wet shaving
system and subsequent ling extensions,
The 2003 introduction of Schick® Guattro™®
as the world's first four-bladed men's
wet shaving system was followed by the
2005 introduction of the battery-operated
Quattro® Power®, combining our advanced
four-blade technology with a vibrating head.
Quattro* Titanium, our latest refinement

INEST I GRERE
SWS women's shav-
ing system business

has achieved a

Quattro® For Women® GOI™ The advertising
brings to life the insight that women believe
the best razor technology has been reserved
for men - until the Quattro™ For Women®,
which is uniquely positioned as the only
high-performance razor designed for women.

Launched in March 2006 to introduce
Intuition™ Plus™, the “Too Small” campaign
is an evelution from the successful “Shaving

/'\‘

launched in 2006, features improved blade \ // - /
geometry with reduced blade spans and '

a revolutionary titanium blade coating to
deliver the best Quattro* shave yet.

Made Simple” campaign and ¢continues to
show humorous and relatable vignettes of
women - now struggling in everyday scenar-
ios to use items that are too small for the

N

value share of the

In selected global markets, SWS markets
other men'’s shaving system brands, includ-
ing Xtreme 3* with a pivoting triple-blade —

or™. :
and Protect \\ .

Women's Shaving Systems

Over the past three years, our total women's wet shaving
system business has grown at a compounded annual growth
rate of 20 percent from 2003 to 2006 as SWS continues to
innovate with line extensions and enhancements to success-
ful preducts.

Building on the momentum of Schick™ Intuition™, the all in
one razor that lathers, shaves and lubricates in one easy
step, we introduced the new /ntuition™ Plus™ in early 2006.
It features an improved ergonomic handle and pivoting
head for greater control and flexibility, plus a moisture-rich
shea butter formulation that delivers up to twice the moistur-
izing ingredients.

Following the introduction of Schick™ Quattro® For Women*®
in 2005, we launched Quattro™ For Women® GOI™ in spring
2006. Delivering the same high-periormance benefits as the
original, the new razor features a custom, compact translu-
cent travel case and a stylish periwinkle-colored handle.

SWS markets other popular women’s shaving system
brands in key markets worldwide, including Sifk Effects® Plus
primarily in North America and Lady Protector™ internationaily.

Disposables
Leveraging our established Schick® Xtreme 3* brand, intro-
duced in 2000 as the first three-bladed disposable razor that

women’s segment.

task at hand. The campaign focuses on the
maisturizing benefits of the Intuition® Plus™
by comparing its large skin moisturizing
solid to the significantly smaller moisturizing
strips on most competitive products.

The “Schick Shave Lab" campaign was launched in
july 2006 to introduce Quattro® Titanium - our most techno-
logically advanced razor system. In a humorous and irreverent
way, the multimedia print, television and Internet campaign
illustrates that the new Quattro* Titanium and the power
of four blades deliver the less irritating shave our target
consumer is seeking vs. the leading brand.

Global Markets and Sales

With four production facilities strategically located in
China, Garmany, the United States and Venezuela, SWS
markets razors, blades and related products in over
125 countries around the world. At year-end, SWS held a
20.6 percent market
share in its top eight
markets.

With sales of $930
million in fiscal 2006,
segment profit grew
19 percent to $128
million, accounting for

30 percent of total
company sales and
22 percent of total
company profir,

Comparing the large skin
maoisturizing solid on the

new latwition Plus™ to
competing products with
much smaller moisturizing
strips, the “Too Small”
advertising campaign
features humorous scenes
of women trying to use
undersized items to cope
with everyday situations.
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Board of Directors

Corporate information

Bill G. Armstrong!®?

Retired Executive Vice President
and Chief Operating Officer,
Cargill Animal Nutrition

R. David Hoover
Chairman, President and Chief
Executive Officer, Ball Corporation

John C. Hunter®®
Retired Chairman, President and
Chief Executive Officer, Solutia, Inc.

lohn E. Klein"®@®

Executive Vice Chancellor for
Administration, Washingten
University in St. Louis and Retired
President and Chief Executive
Officer, Bunge North America, In¢.

Ward M. Klein®¥
Chief Executive Officer,
Energizer Heldings, Inc.

Richard A. Liddy™@e

Retired Chairman and Chief
Executive Officer, GenAmerica
Corporation and Retired Chairman
of the Board, Reinsurance Group
of America, Incorporated

W, Patrick McGinnis®
President and Chief Executive Officer,
Nestle Purina PetCare Company

Executive Officers

Joe R. Micheletto®

Vice Chairman of the Board, Ralcorp
Holdings, Inc. and Retired Chief
Executive Officer and President,
Ralcorp Holdings, Inc.

). Patrick Mulcahy¥#

Vice Chairman of the Board,
Energizer Holdings, Inc. and
Retired Chief Executive Officer,
Energizer Holdings, Inc.

Pamela M. Nicholson!"@®
Executive Vice President and
Chief Operating Officer, Enterprise
Rent-A-Car

John R. Roberts™2®

Executive Director, Civic Progress -
St. Louis and Retired Managing
Partner of Mid-South Region,
Arthur Andersen LLP

William P, Stiritz@

Chairman of the Board, Energizer
Holdings, Inc., Retired Chief Executive
Officer, Ralston Purina Company

and Retired Chief Executive Officer,
Agribrands International, Inc.

™ Audit Commitiee

) Exegutive

™ Nominating & Executive Compensation
" Finance & Oversight Commitiee

Corporate Headquarters
Energizer Holdings, Inc.

533 Maryville University Dr.
St. Louis, Missouri 63141
{314) 985-2000
www.energizer.com

Date and State of Incorporation
September 23, 1999 - Missouri

Fiscal Year-End
September 30

Sharehelders

On September 30, 2006, there were
approximately 13,807 sharehclders
of record.

Independent Accountants
PricewaterhouseCoopers LLP
St. Louis, Missouri

Annual Meeting

The Company's annual meeting
of shareholders is scheduled for
January 22, 2007, at 2:30 p.m. at
Energizer's World Headquariers,
533 Maryville University Drive,
St. Louis, Missouri 63143,

Common Stock Information
The table below sets for the fiscal
quarter indicated the reported high
and low sale prices of the Company's
common stock, as reported on the
New York Stock Exchange.

FISCAL 2006 HIGH LOW
Ward M. Klein* Gayle G. Stratmann* First Quarter 56.75 4412
Chief Executive Officer Vice President and General Counsel Second Quarter 5731 49.08
Third Quarter 60.29 49.19
Joseph E. Lynch o Joseph ). Tisone , Fourth Quarter 71.99 5379
President and Chief Executive Officer, Vice President, Global Operaticns
Schick-Wilkinson Sword Dividends

Joseph W, McClanathan*

President and Chief Executive Officer,

Energizer Battery

David P. Hatfield*
Executive Vice President
Chief Marketing Officer

Daniel ). Sescleifer*
Executive Vice President
Chief Financial Officer

Peter |. Conrad*
Vice President, Human Resources
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Robert K. Zimmermann
Vice President, Latin America

Timothy L. Grosch
Secretary

William C. Fox
Vice President and Treasurer

Mark A. Schafale
Vice President and Controller

* Section 16 Reporting Officers

To date, the Company has not
declared nor paid any cash dividend.

SEC Form 10-K

Shareholders may receive a copy
of the Company’s Annual Report
10 the Securities and Exchange
Commission on Form 10-K free of
charge by writing or calling the
Investor Relations Department at
Energizer's corporate headquarters,
as listed above or by retrieving this
information from the company’s
website, www.energizer.com.

Code of Ethics

The Company has adopted a code

of ethics that is applicable to alf of
its directors and employees,
including the Chief Executive Officer,
Executive Vice President and Chief
Financial Officer, and Controller. The
Company's code of ethics has been
pested on the Company’s website
at www.energizer.com.

Officer Certifications

As required by Sections 302 and %06
of the Sarbanes Oxley Act of 2002,
the Company has filed certifications
of its Chief Executive Officer and
Chief Financial Officer with the
Securities and Exghange Commission
as exhibits to its Annual Report

on Form 10-X for the pericd ended
September 30, 2006. In addition,

the Chief Executive Officer has
certified to the New York Stock
Exchange (“NYSE”) that he is not
aware of any violations by the
Company of the NYSE corporate
governance listing standards.

Transfer Agent and Registrar
Continental Stock Transfer & Trust
Company is Energizer's stack
transfer agent and registrar and
maintains the Company's share-
holder records. Shareholders
needing information about account
records, stock certificates and
change of address should contact:

Continental Stock

Transfer & Trust Company

17 Battery Place South, 8th Floor
New York, NY 10004

{888} 509-5580

Financial Community
Information

Inquiries from institutional investors,
financial analysts, registered
representatives, portfolio managers
and individual shareholders shouwd
be directed to Investor Relations at
Energizer's corporate headquarters
listed above.
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ENERGIZER HOLDINGS, INC.

Management's Discussion and Analysis of Results of Operations and Financial Condition

(Dallars in mitlions, except per share and percentage data)

The following discussion is @ summary of the key factors management
considers necessary in reviewing Energizer Holdings, Inc.’s (the
Company) historical basis results of operations, operating segment
results, and liquidity and capital resources. The Company includes the
battery business (Energizer} and the razors and blades business
{Schick-Wilkinson Sword, or SWS). This discussion should be read
in conjunction with the Consolidated Financial Statements and
related notes.

Battery Business Overview

Energizer is one of the werld’s largest manufacturers and marketers of
batteries and flashlights competing in the retail battery category.
We define the retail battery category as household batteries (alkaline,
carbon zing, lithium and rechargeable) and specialty batteries
{miniature and photo). We market a complete line of household batteries
with two primary brands, Energizer and Eveready, which are well known
throughout the world.

Alkaline batteries are the predominant household battery chemistry
in developed parts of the world, while carbon zinc batteries continue to
play a major role in less developed countries throughout the wartd.
Recently, higher power, higher priced lithium and rechargeable batteries
have grown significantly in response to more demanding power needs
of newer devices such as digital cameras. We use our full portfolio of
products and brands to meet consumer and retail customer needs and
to maintain and enhance our position across the varied markets of the
world. Our presence outside the United States (U.S.) runs from highly
developed economic markets to emerging markets with lower per capita
income. OQur portfclio of products allows us to compete in low price
markets and take advantage of trading consumers up to higher
performing products as the macroeconomic trends improve.

Energizer operates 19 manufacturing and packaging facilities in
12 countries on four continents. Its products are marketed and scld in
more than 165 countries, primarily through a direct sales force, and also
through distributors and wholesalers.

The battery category continues to be highly competitive as brands
compete for consumer acceptance and retail shelf space. Overall
battery consumption has been increasing for many years, but category
value growth in the U.S, lagged unit sales until 2006 as consumer
purchases have shifted to larger package sizes, which sell at lower per
unit prices. Retail outlets experiencing the strongest battery category
growth in the \.S. are those which feature larger package sizes.
in 2006, higher material costs have triggered price increases in the
U.S. by all major battery manufacturers.

Energizer is well positioned to meet the needs of customer and
consumer demands, leveraging category expertise, retail understanding
and its portfolio of products to give Energizer a strong presence across
the retail channels. Energizer estimates its share of the total U.S. retail
battery category was approximately 37% in 2006, 36% in 2005 and
34% in 2004.

Internationally, a difficult competitive environment in Europa and
currency valuations relative to the U.S. doltar, particularly the euro,
weakened in 2006 resulting n lower International Battery segment
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results. A significant portion of Energizer's product cost is more closely
tied to the U.S. dollar than to the local currencies in which the product
is sold. As such, currencies strengthening relative to the U.S. dollar
imprave marging as product costs in local currency terms decline,
Conversely, weakening currencies relative to the U.S. dollar can be
significantly unfavorable unless mitigated through pricing actions.
Changes in the value of local currencies will continue to impact
segment profitability in the future. At mid-November 2006 levels, over-
all currency translation is modestly favorable to average 2006 rates.

Razors and Blades Business Overview

In 2003, the Company acquired the worldwide SWS business from
Pfizer, Inc. SWS is the second largest manufacturer and marketer of
men’'s and woemen’s wet shave products in the world. SWS operates
four manufacturing facilities worldwide and its products are marketed
in more than 125 countries. Its primary markets are the U.5., Canada,
Japan and the larger countries of Western Europe. SWS estimates its
overall share of the wet shave category for these major markets at
approximately 21% in 2006 and 2005 and 22% in 2004.

The global wet shave products category is dominated by a limited
number of manufacturers. Category blade unit consumption has been
relatively flat for a number of years, and product innovaticns and
corresponding increased per unit prices have accounted for category
growth, particularly in the last several years. The category is extremely
competitive for consumer loyalty and retail shelf space.

A significant portion of product cost is closely tied to the U.S. dollar
and the euro. As such, SWS results are highly sensitive to fluctuations
in other currencies in which much of its products are sold, particularly
the Japanese yen. Strengthening of currencies compared to the U.S.
dollar, and to a lesser extent to the euro, improves margins while
declines in such currency values reduce margins. At mid-November
2006 levels, currency translation is slightly unfaverable to SWS
compared to average 2004 rates.

Highlights
Net earnings for the year ended September 30, 2006 were $260.9
compared to $280.7 in 2005 and $261.0 in 2004. Basic and diluted
earnings per share in 2006 were $4.26 and $4.14, respectively, compared
to $3.95 and $3.82 in 2005 and $3.24 and $3.13 in 2004.

Current year net earnings include the following items, stated on an
after-tax basis:

o charges of $24.9, or $0.39 per diluted share, related to Furopean restructuring
programs,

o a charge of $3.7, or $0.06 per diluted share, to record the cumulative amount
of foreign pension ¢osts that should have been previously recognized and

o favorable adjustments to prior years’ tax accruals and previously unrecognized
tax benefits related to foreign losses of $16.6, or $0.26 per diluted share.

Fiscal 2005 net earnings included the following, stated on an after-
tax basis:

o tax benefits totaling $25.3, or $0.34 per diluted share, related to tax loss
benefits and adjustments to prior year tax accruals, partially offset by,




o a $9.0, or $0.12 per diluted share, provision related to repatriation of foreign
earnings under the American Jobs Creaticn Act and

a restructuring charges of $3.7, or $0.05 per diluted share, related to several
individually immaterial restructuring projects.

Fiscal 2004 net eamnings included the following, stated an an after-tax basis:

o income tfax benefits related to prior year losses and adjustments to prior year
tax accruals totaling $24.7, or $0.30 per diluted share, partially offset by,

o a charge for special termination pension benefits of $9.6, or $0.12 per diluted
share and

o restructuring charges of $3.4, or $0.04 per diluted share.

Operating Results

Net Sales

Net sales in 2006 increased $87.1, or 3%, in absolute dollars and $110.4,
or 4%, on a constant currency basis compared to 2005. Both battery
segments accounted for the increased absolute dollar sales while the
Razors and Blades segment sales were flat in absclute dollars and up
2% on a constant currency basis. Net sales in 2005 increased $177.1, or
6%, in absolute dollars and $113.5, or 4%, on @ constant currency basis,
compared to 2004, with contributions from each business segment.
See Segment Results below for additional discussion of sales changes.

Gross Margin

Gross margin dollars increased $3.1 in 2006 primarity on increases
in the Razors and Blades and North America Battery segments, partially
offset by a decline in the International Battery segment. Gross margin
dollars increased $69.0 in 2005 with increases in all segments. Gross
margin percentage was 48.1% of sales in 2006, 49.4% in 2005 and
50.1% in 2004, The current year margin percentage decline reflects
lower margin percentage in both battery segments, partially offset by
an increase in the Razors and Blades segment. The decrease in 2005
compared to 2004 is primarily attributable to a decline in the Nerth
America Battery segment. See Segment Results for a discussion of
gross margin in each operating segment,

Selling, General and Administrative

Selling, general and administrative expense (SG&A) increased $20.5
in 2006 due to higher restructuring charges, and to a fesser extent,
increases in each segment. SG&A increased $30.6 in 2005 on increases
in each segment, primarily Razors and Blades, and higher corporate
costs. SG&A expenses were 19.6%, 19.4% and 19.6% of sales in 2006,
2005 and 2004, respectively.

Advertising and Promotion

Advertising and promotion (A&P) decreased $18.7 in 2006 on lower
spending in the International Battery and Razors and Blades segments.
A&P expense decreased $15.7 in 2005 on lower spending in all segments,
partially offset by higher currency translation of $7.8. A&P expense was
12.0%, 13.0% and 14.3% of sales for 2006, 2005 and 2004, respectively. A&P
expense can vary from year to year with new product launches, strategic
brand support initiatives and the overall competitive envirenment.

Research and Development .
Research and development (R&D) expense was $74.2 in 2006, $69.9
in 2005 and $74.0 in 2004. The expense in 2006 includes a $4.6
increase in the Razors and Blades segment primarily related to a
discrete R&D project. The 2004 expense includes & $4.2 asset impair-
ment charge related to a discontinued technology development initiative.
As a percent of sales, R&D expense was 2.4% in 2006, 2.3% in 2005
ang 2.6% in 2004,

Segment Results

Operations for the Company are managed via three major segments -
North America Battery (U.S. and Canada battery and lighting products),
International Battery (rest of world battery and lighting products) and
Razors and Blades (global razors, blades and related products). The
Company reports segment results reflecting all profit derived from each
outside customer sate in the region in which the customer is located.
Research and development costs for the battery segments are com-
hined and included in the Total Battery segment results. Research and
development costs for Razors and Blades are included in that seg-
ment’s results. Segment performance is evaluated based on segment
operating profit exclusive of general corporate expenses, share-based
compensation costs, costs associated with most restructuring, integra-
tion or business realignment and amortization of intangible assets.
Financial items, such as interest income and expense, are managed on
a global basis at the corporate level. This structure is the basis for the
Company's reportable operating segment information presented in
Note 17 to the Censolidated Financial Statements.

The Company’s operating model includes a combination of stand-
alone and combined business functions between the battery and razor
and blades businesses, varying by country and region of the world.
Shared functions include product warehousing and distribution, various
transaction processing functions, and environmental activities, and in
some countries, combined sales forces and management. Beginning n
fiscal 2006, the Company applied a fully allocated cost basis, in which
shared business functions are allocated between the businesses. Prior
years were adjusted to this same basis and recenciliations, including
the SFAS 123R adjustment described later under “Accounting
Standards,” are presented in Note 18 to the Consclidated Financial
Statements. Such allocatiens do not represent the costs of such services
if performed on a stand-alone basis.

NORTH AMERICA BATTERY

2006 2005 7004
Net sales $1,233.8 $1,173.1 $1,117.6
Segment profit $ 300.7 5 2958 $ 298.2

For the year ended September 30, 2006, sales increased $60.7, or
5%, virtually all due to higher volume, Cnergizer MAX volume for the year
increased 4% as higher general demand was partially offset by a decline
in hurricane-related battery sales. Fiscal 2006 had approximately
$5 of hurricane-related sales compared to approximately $21 in 2005.
High performance lithium and rechargeable battery volume grew more
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ENERGIZER HCLDINGS, INC.

Management's Discussion and Analysis of Results of Operations and Financial Condition

{Doliars in milfions, excep! per share and percentage data)

than 40%. Battery charger sales were up more than 20%, including
the launch of our new Energi To Go cell phone charger line. The price
portfolio, which includes carbon zinc and Eveready Gold alkaline batter-
ies, volume declined 2% in 2006. Overall pricing and product mix were
unfavorable $7.6 in 2006 as higher list prices, particularly in the latter
portion of the year, were more than offset by a continuing shift
to trade channels that feature larger package sizes with lower per
unit prices. Canadian currency translation favorably impacted sales by
$6.1 in 2006 compared to 2005.

Gross margin dollars increased $10.9 in 2006 as contribution from
higher sales was partially offset by $16.7 of unfavorable product costs.
Material and distribution costs were unfavorable $20, with zinc cost
increases accounting for the bulk of the total. Segment profit increased
$4.9, as higher gross margin was partially offset by higher A&P and
general and administrative expenses.

For the year ended September 30, 2005, sales increased $55.5,
or 5%, as incremental sales volume of $91.1 and favorable Canadian
currency translation of $7.3 was partially offset by unfavorable pricing
and product mix of $42.6, Fiscal 2005 sales included approximately
$21 of hurricane-related incremental sales compared to approximately
$40 in fiscal 2004. Energizer MAX volume for the year increased 8%, as
higher general demand was partially offset by lower hurricane-related
sales in 2005 compared to 2004. High performance rechargeable and
& lithium product sales increased in excess of 20%. Overall pricing and
product mix were unfavorable in 2005 on the aforementioned mix shift,
and pricing declines in non-Energizer branded products.

Gross margin dollars declined $6.4 in 2005. The margin contribution
of higher sales volume and favorable currency translation of $6.6 were
substantially offset by unfavorable pricing and product mix. Product
cost was unfavorable $13.4 as higher commodity-based material costs
of approximately $17 were partially offset by other production ccst savings.
Segment profit declined $2.4 as lower gross margin was partially offset
by lower general and administrative and A&P expenses.

Looking ahead, key commodity metal material costs are currently
above the already historically high costs of 2006. At current prices, zing
costs for 2007 will be more than double the 2006 rates. if product sold
during 2006 had been produced at anticipated 2007 production costs,
the result would have been additional costs of $31 to $34. Previously
implemented price increases will improve the pricing early in fiscal
2007, out will be insufficient to cover the entire current cost increase
in the first fiscal quarter, Energizer has announced a price increase in
the U.S. as of January 2007, which is intended to cover the bulk of
the material cost increase. Per unit gross margin will continue to be
unfavorable until the January 2007 price increase takes effect,

INTERNATIONAL BATTERY

2006 2005 2004
Net sales $993.3 $ 885.9 $8270
Segment profit $177.3 £ 178.5 51524

For the year ended September 30, 2006, net sales increased $27.4,
or 3%. Excluding currency impacts, International Battery sales increased
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$38.3, or 4%, on higher volume partially offset by unfavorable pricing and
product mix, primarily in Europe. An extremely competitive European
pricing environment, combined with sales shifting to larger package sizes
that seit at lower per unit prices, account for the unfavorable pricing.

Gross margin declined $9.7 in 2006, including $/7.0 of unfavorable
currency impact. Absent currencies, gross margin declined $2.7 in spite
of higher sales as the contribution of higher volume was more than offset
by unfavorable pricing and product mix and higher material costs. Overall
product cost was unfavorable $9.6 as higher material and distribution
costs of $16 were partially offset by other production cost savings.
Segment profit declined $1.2, including $4.2 unfavorable currency
impact. Absent currencies, segment profit increased 2% as lower AGP
expense more than offset gross margin declines and higher selling costs.

For the year ended September 30, 2005, net sales increased $58.9,
or 7%, on favorable currency impacts of $32.4 and contributions of
higher sales volume of $35.1, partially offset by unfavorable pricing and
product mix, primarily in Europe. Segment profit increased $26.1 for the
year, including a $15.8 favorable impact from currencies. Absent cur-
rencies, segment profit increased $10.3 as a $9.0 gross margin increase
from higher sales and lower A&P was partially offset by higher SG&A,

As discussed above, material costs will be unfavorable in 2007,
If product sold during 2006 had been produced at anticipated
2007 production costs, the result would have been additional costs of
$2% to $31. Pricing actions have been taken in 2006 in a number of
markets, with additional increases scheduled during 2007, Given the
competitive situation in many markets, it is not yet known whether
pricing in 2007 will be sufficient to offset product cost increases. Per
unit gross margin will continue to be unfavorable until the 2007 price
increase takes effect.

RAZORS AND BLADES

2006 2005 2004
Net sales $929.8 $930.8 $ 868.1
Segment profit $ 122.7 % 107.5 $ 76.2

Razors and Blades sales in 2006 declined $1.0 in absolute dollars but
increased $12.5, or 2%, on a constant currency basis. The increase on a
constant currency basis reflects incremental sales of newly launched
products, partially offset by declines in older technology products.
Excluding currency impacts, Quattro for Women and /ntuition contributed
$44 of sales growth while disposables and the men's Quattro franchise
grew $15 and $8, respectively. These increases were partially offset by
declines in older technology systems and ancillary product lines.

Segment profit increased $20.2 in absolute dollars and $27.8, or
26%,. on a constant currency basis. Excluding currency, higher sales,
lower product cost and cost mix accounted for the bulk of the improved
profitability. In spite of higher commodities, plant cost containment
activities delivered net razors and blades product cost savings of $13.
In addition, the segment profit comparisen benefited from several
one-time product cost items in the pricr year that were not repeated
this year and a favorable cost mix. A&P expense declined $9.8 for the
year as significant reductions in early 2006 were partially offset by a




$12.9 increase in the fourth quarter primarily in support of Quattro
Titanium. The decline in A&P for the year reflects lower consumer pro-
motions and sampling, partially offset by higher advertising. R&D and
marketing and seliing spending increased $4.6 and $2.5, respectively.

Sales in 2005 increased $62.7, or 7%, in 2005 including favorable
currency impacts of $23.9. Absent currencies, sales increased $38.8,
or 4%, as incremental sales of Quattro for Women, Quattro Power and
Quattro Energy totaling $67.8, and higher disposable and replacement
blade sales were partially offset by lower sales of base Quattro and
Intuition razor handles, as these product sales normalized following
significant trial-generating promotional activity in the U.5. and initial
product launches in international markets. Legacy brands also declined
as sales shifted to newer products.

Segment profit for 2005 increased $31.3 with favorable currency
impacts accounting for $6.6. Absent currencies, segment profit
increased 32% as margin contribution from higher sales of $21.0 and
lower A&P expense of $12.2 were partially offset by higher SG&A
of $8.6. The decline in A&P in 2005 reflects a return to normalized
spending levels following major launches in international markets last
year. The increase in SG&A spending reffects increased investment
in resources to support business growth; however, this increasa repre-
sents a slight reduction in SG&A as a percent of sales.

GENERAL CORPORATE AND OTHER EXPENSES

20046 2005 2004
General corporate expenses $ 870 $ 92,6 $ 62.2
Restructuring and related charges 37.4 5.7 52
Initial integration of SWS3 - 34 7.9
Foreign pension charge 4.5 - -
Special pension termination benefits - - 15.2
General corporate and other expenses $128.9 $101.7 $100.5
% of total net sales 4.2% 3.4% 3.6%

General Corporate Expenses

General corporate expenses decreased $5.6 in 2006 compared to
2005, due to lower incentive and stock-based compensation and legal
expenses. General corporate expenses in 2005 increased $30.4 com-
pared to 2004, due to higher expenses for incentive and stock-based
compensation, retirement plans, financial compliance, information
systems and litigation.

Restructuring and Related Charges

The Company continually reviews its battery and razor and blades
husiness models to identify potential improvements and cost savings.
A project cammenced in 2006 to improve effectiveness and lower costs
of European packaging, wareheuse and distribution activities, including
the closing of the Company’s battery packaging facility in Caudebec,
France, as well as consolidation of warehouse and distribution activities.
Total project charges of $24.1 were recorded in fiscal 2006, including
$15.9 of exit costs charged to SG&A expense representing employee
severance, contract terminations and other exit costs. Qther costs asso-

ciated with the project were $8.2. Annual cost savings of $6.2 are
expected, commencing in fiscal 2007, As of September 30, 2006, the proj-
ect is substantially complete and virtually all charges have been recorded.

The Company has also commenced a project to integrate battery
and razor and biades commercial management, sales and administrative
functions in certain European countries. Specific actions related to this
project are in various stages of evaluation, planning and execution. It is
anticipated that the total project will result in charges to pre-tax
earnings of $27 to $33, the bulk of which will occur by the end of 2007
Total pre-tax charges related to the project were $13.3 in fiscal 2006,
recorded in SG&A expense, and include exit costs of $12.3 which
represent employee severance, contract terminations and other exit
costs as well as $1.0 for other costs related to the project. it is expected
the project will result in $15 to $20 of annualized cost savings once fully
implemented. Cost savings of $2 have been realized in 2006.

See Note 5 to the Consolidated Financial Statements for further
information on 2006 restructuring activities.

Initial Integration of SWS$

Major integration activities related to the SWS acquisition ware completed
as of September 30, 2004. Integration savings in 2004 were approxi-
mately $13, increasing to approximately $18 in 2005 and thereafter.

Foreign Pension Charge

In September 2006, the Company discovered that one of its non-U.S.
subsidiaries had failed over several years to adjust its statutory pension
accounting to U.S. GAAP, resulting in a cumulative understatement of
its pension liability by $4.5 at September 30, 2005. A charge of $4.5,
or $3.7 after-tax, was recorded in the fourth quarter of 2006 to correct
the cumulative understatement in pricr years, in addition to the recording
of the 2006 additional U.S. GAAP expense of $0.4. The Campany has
determined the effect of this errer is not material to any of its previously
issued quarterly or annual financial statements, including for the year
ended September 30, 2004.

Special Pension Termination Benefits

During the fourth quarter of fiscal 2004, Energizer announced a
Voluntary Enhanced Retirement Cption (VERQ) offered to approximately
600 eligible employees in the U.S. of which 321 employees accepted.
A charge of $15.2, pre-tax, was recorded in fiscal 2004 related to the
VERO and certain other special pension benefits and the estimated
impact of such benefits on the Company's pension plan. Cost savings
from the VERQ program were $6 in 2005, increasing to approximately
$10 in 2006 and beyond.

Interest and Other Financing ltems
Interest expense increased $25.5 in 2006 and $21.6 in 2005 due to
higher average borrowings resulting from share repurchases and higher
interest rates.

Other financing expense was unfavorable $3.6 in 2006 compared
to 2005 and favorable $4.3 in 2005 compared to 2004, primarily due
to lower currency exchange losses in 2005 than in 2006 and 2004.

ENR 2006 ANNUAL REPORT O 13_1




ENERGIZER HOLDINGS, INC.

Management's Discussion and Analysis of Results of Operations and Financial Condition

fDodars in millions. except per share and percentage data)

Income Taxes

Income taxes, which include federal, state and foreign taxes, were

26.8%, 27.8% and 25.0% of earnings before income taxes in 2006, 2005

and 2004, respectively. Income taxes include the following items which

impact the overall tax rate:

o In 2006, 2005 and 2004, $5.7, $14.7 and $16.2, respectively, of tax benefits
related to prior years' losses were recorded. These benefits related to fereign
countries where our subsidiary subsequently began to generate earnings and
could reasonably expect future profitability sufficient to ufilize tax loss
carry-forwards prior to expiration. Improved profitability in Mexico, Germany

and Switzerland account for the bulk of the amount recognized in 2006, 2005
and 2004, respectively.

o Adjustments were recorded in each of the three years to revise previously
recorded tax accruals to reflect refinement of estimates of tax attributes to
amounts in filed returns, settlement of tax audits and changes in estimates
related to uncertain tax positions in @ number of furisdictions. Such adjust-
ments decreased the income tax provision by $10.9, $10.6 and $8.5 in 2006,
2005 and 2004, respectively.

o 2005 included $9.0 of additional taxes related to repatriation of foreign
earnings under provisions of the American Jobs Creation Act, which provided
for an 85% exclusion of qualifying dividends from normal U.S. tax rates.

Excluding the items discussed above, the income tax percentage
was 31.5% in 2006, 32.0% in 2005 and 32.1% in 2004,

The Company's effective tax rate is highly sensitive to country mix
from which earnings or losses are derived. Declines in earnings in lower
tax rate countries, earnings increase in higher tax countries, increases
in repatriation of foreign earnings or operating losses in the future could
increase future tax rates. Additionally, adjustments to prior year tax
accrual estimates coutd increase or decrease future tax provisions.

Liquidity and Capital Resources

Operating Activities

Cash flow from operations is the primary funding source for operating
needs and capital investments, Cash flow from operations was $373.0
in 2006, an increase of $77.1 from 2005, primarily on lower net working
capital investment in 2006, Cash flow from operations was $295.9
in 2005, a decrease of $183.4 from 2004 on a significant increase in
working capital in 2005, primarily due to unusually high current liabilities
at the end of 2004, which were repaid early in 2005,

Working capital was $708.2 and $676.4 at September 30, 2006 and
2005, respectively. Working capital changes reflect higher inventory,
cash and cash equivalents and other current assets, partially offset by
higher short-term debt and other current liabilities. Accounts receivable
and inventery increased on higher sales volume. Inventory additionally
increased on higher material cost in the battery segments and an
increase in intercontinental product sourcing.

Investing Activities

Net cash used by investing activities was $115.6, $97.1 and $111.3 in
2006, 2005 and 2004, respectively. The Company made an investment
in its prepaid share options of $19.6 in 2004. Capital expenditures
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were $94.9, $103.0 and $121.4 in 2006, 2005 and 2004, respectively.
These expenditures were funded by cash flow from operations. Capital
expenditures decreased in 2005 due to lower production project
spending in both businesses and lower integration capital spending,
See Note 17 of the Consolidated Financial Statements for capital
expenditures by segment. Capital expenditures of approximately $105
are anticipated in 2007. Such expenditures are expected to be financed
with funds generated from operations.

Financing Activities

Total long-term debt outstanding, including current maturities, was
$1,710.0 at September 30, 2006, The Company maintains total com-
mitted debt facilities of $2,185.0, of which $475.0 remained available as
of September 30, 2006,

In July 2006, the Company completed a new $500.0 long-term
financing agreement. Maturities on the new debt are as follows: $80.0
in 2009 and $140.0 each in 2011, 2014 and 2016 with fixed rates
ranging from 5.99% to 6.24%. Approximately $420 of the proceeds from
these notes were used to pay down existing variable rate debt, with the
remaining proceeds being held for general carporate purposes.

Under the terms of Energizer's debt facilities, the ratio of Energizer's
total indebtedness to its Earnings Before Interest, Taxes, Depreciation
and Amaortization [EBITDA) (as defined by the most restrictive facility
agreement) generally cannot be greater than 3.5 to 1, and the ratio
of its current year EBIT to total interest expense must exceed 3.0 to 1
(as defined by the {acility agreement). Energizer's ratio of total indebt-
edness to its EBITDA was 3.2 to 1, and the ratio of its EBIT to total
interest expense was 5.7 to 1 as of September 30, 20046. Failure to com-
ply with the above ratios or other covenants could result in acceleration
of maturity, which could trigger cross defaults on other borrowings. The
Company believes that covenant violations resulting in acceleration of
maturity is unlikely, The Company's fixed rate debt is callabie by the
Company, subject to a “make whole” premium, which would be required
to the extent the underlying benchmark U.S. treasury yield has declined
Since issuance.

The Company purchased shares of its common stock as follows
(shares in millions):

TOTAL

AVERAGE

FISCAL YEAR SHARES COST PRICE
2006 1.3 $ 600.7 $ 53.02
2005 B.1 $ 4574 $ 56.37
2004 13.4 § 546.7 $ 40.94

In July 2006, the Board authorized the Company to acquire up to an
additional 10 million shares of its common stock, and 8.8 million shares
remain under such authorization as of September 30, 2006. Future
purchases may be made from time to time on the open market or through
privately negotiated transactions, subject to corporate objectives and
the discretion of management,




A summary of the Company’s significant contractual obligations at
Septernber 30, 2006 is shown below:

Less More
Than 1-3 3-5 Than
Total 1 Year Years Years % Years

Long-term debt,
including current

maturities $1,710.0 % 850 $2350 $610.0 $7800
Interest on

long-term dabt 483.1 89.0 168.5 115.2 120.4
Operating leases 56.1 15.8 20.9 121 7.3
Total $2,249.2 $189.8 $ 4144 57373 $ 9077

The Company has obligaticns related to contractual purchase
obligations for future purchases, which generally extend one to three
months, These obligations are primarily purchase orders at fair value
that are part of the normal operations and are reflected in historical
operating cash flow trends. In addition, the Company has varicus com-
mitments related to service and supply contracts that contain penalty
provisions for early termination. As of September 30, 2006, we do not
believe such purchase obligations or termination penalties will have
a significant effect on cur results of operations, financial postition or
liquidity positicn in the future.

The Company believes that cash flows from operating activities and
pericdic borrowings under existing credit facilities will be adequate
to meet short-term and long-term liquidity requirements grior to the
maturity of the Company's credit facilities, although no guarantee ¢an
be given in this regard.

Market Risk Sensitive instruments and Positicn

The market risk inherent in the Company’s financial instruments and
positions reprasents the potential loss arising from adverse changes in
currency rates, commodity prices, interest rates and stock price.
The following risk managemant discussion and the estimated amounts
generated from the sensitivity analyses are forward-looking statements
of market risk assuming certain adverse market conditions ocour,
Company policy allows derivatives to be used only for identifiable
exposures and, therefore, the Company does not enter into hedges for
trading purposes where the sole objective is to generate profits.

Currency Rate Exposure
The Campany generally views its investments in foreign subsidiaries with
a functional currency other than the U.S. dollar as long-term. As a result,
the Company does not generally hedge these net investrents. Capital
structuring technigues are used to manage the nat investment in foreign
currencies as necessary. Additionally, the Company attempts to limit its
U.S. dollar net monetary liabilities in countries with unstable currencies.
From time te time the Company may employ foreign currency hedging
techniques 1o mitigate potential losses in earnings or cash flows on
foreign currency transactions, which primarily consist of anticipated

intercompany purchase transactions and intercompany borrewings.
External purchase transactions and intercompany dividends and service
fees with foreign currency risk may also be hedged. The primary cur-
rencies to which the Company’s foreign affiliates are exposed include
the U.S. dollar, the eurg, the yen and the British pound.

The Company uses natural hedging technigues, such as offsetting
like foreign currency cash flows, foreign currency derivatives with dura-
tions of generally one year or less, including forward exchange contracts,
purchased put and call options and zerc-cost option collars. The Company
has not designated any financial instruments as hedges for accounting
purposes in the three years ended September 30, 2006.

The Company's foreign currency derivative contracts outstanding at
year-end hedge existing balance sheet exposures. Any losses on these
contracts would be fully offset by exchange gains on the underlying
exposures, thus they are not subject to significant market risk, The
contractual amounts of the Company’s forward exchange contracts
and purchased currency options in U.S. dollar equivalents were $21.3
and $30.8 at September 30, 2006 and 2005, respectively.

Commodity Price Exposure

The Company uses raw materials that are subject to price volatility. The
Company will use hedging instruments as it desires to reduce exposure
to variability in cash flows associated with future purchases of zinc or
other commodities. At September 30, 2006, the fair market value of the
Company’s hedging instruments Is insignificant.

{nterest Rate Exposure

At September 30, 2004 and 2005, the fair market value of the Company’s
fixed rate debt is estimated at $1,454 .8 and $965.2, respectively, using
yields obtained from independent pricing sources for similar types
of borrowing arrangements. The fair value of debt is lower than the
carrying value of the Company’s debt at September 30, 2006 and 2005
by $30.2 and $34.8, respectively. A 10% decrease in interest rates on
fixed-rate debt would have increased the fair market value by $46.2 and
$30.1 at September 30, 2006 and 2005, respectively. See Note 10 to
the Consolidated Financial Statements for additional information
regarding the Company’s debt.

The Company has interest rate risk with respect to interest expense
on varizble rate debt. At September 30, 2006 and 2005, the Company had
$288.6 and $411.2 variable rate debt outstanding, respectively. The bock
value of the Company's variable rate debt approximates fair value. A hypo-
thetical 10% increase in variable interest rates would have had an annual
unfavorable impact of $1.8 and $1.9 in 2006 and 2005, respectively, on
the Company’s earnings before taxes and cash flows, based upon these
year-and debt levels, The primary interest rate exposures cn variable
rate debt are short-term rates in the U.S. and certain Asian countries.

Stock Price Exposure

A portion of tha Company’s deferred compensation liabilities is based
on the Company’s stock price and is subject to market risk. The
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Company enterad into a prepaid share option with a financial institution
to mitigate this risk as discussed in Note 13 to the Consclidated
Financial Statements. The change in fair value of the prepaid share
opticn is recerded in SG&A expense. Changes in value of the prepaid
share option sheould substantially mitigate changes in the after-tax
deferred compensation liabilities tied to the Company's stock price.
Market value of the prepaid share option was $50.8 and $20.4 at
September 30, 2006 and 2005, respectively. The change in fair value of
the prepaid share option for the year ended September 30, 2006 and
2005 resulted in income of $10.8 and $5.4, respectively.

Seasonal Factors

The Company’s battery segment results are significantly impacted in the
first quarter of the fiscal year by the additional sales volume associated
with the December holiday season, particularly in North America. First
quarter battery sales accounted for 31% of total battery net sales in
2006, 2005 and 2004. In addition, natural disasters, such as hurricanes,
can create conditions that drive exceptional needs for portable power
and spike battery sales.

Environmental Matters
The operations of the Company, like those of other companies engaged
in the battery and shaving products businesses, are subject to various
federal, state, foreign and local laws and regulations intended to protect
the public health and the environment. These regulations primarily relate
to worker safety, air and water quality, underground fuel storage tanks
and waste handling and disposal. The Company has received notices from
the U.S. Environmental Protection Agency, state agenctes and /or private
parties seeking contribution, that it has been identified as a “potentially
responsible party” (PRP) under the Comprehensive Environmentai
Response, Compensation and Liability Act, and may be reguired to
share in the cost of cleanup with respect to seven federal “Superfund”
sites, It may also be required to share in the cost of cleanup with
respect to two state-designated sites or other sites outside of the U.S.
Accrued environmental costs at September 30, 2006 were $8.3, of
which $1.9 is expected to be spent in fiscal 2007. This accrual is
not measured on a discounted basis. It is difficult to guartify with
certainty the cost of environmental matters, particularly remediation
and future capital expenditures for envircnmental control eguipment.
Navertheless, based on information currently available, the Company
believes the possibility of material environmental costs in excess of the
accrued amount is remote.

Inflation

Management recognizes that inflaticnary pressures may have an adverse
effect on the Company, through higher material, labor and transportation
costs, asset replacement costs and related depreciation, and other
costs. In general, the Company has been able to offset or minimize
inflation effects through other cost reducticns and productivity
improvements through mid-2005, thus inflation was not a significant
factor to that point. Recently, the cost of zing, nickel, steel, oil and other
commodities used in the Company’s production and distribution has
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increased to levels well above those of prior years. Of these materials,
zing is by far the largest impact on Energizer's profit. Each $0.01 per
pound increase in the zinc price increases the Company’s annualized
pre-tax costs by approximately $0.8. The Company's ability to fully
mitigate such cost increases through cost cutting and productivity or to
raise prices in the future are not certain.

Critical Accounting Policies

The Company identified the policies below as critical to its business
operations and the understanding of its results of operations, The impact
and any associated risks related to these policies on its business
operations is discussed throughout Management’s Discussion and
Analysis of Results of Operations and Financial Condition where such
policies affect the reported and expected financial results.

Preparation of the financial statements in conformity with generally
accepted accounting principles (GAAP) in the U.S. requires the
Company to make estimates and assumptions that affect the reported
amounts of assets and liabilities, disclosure of contingent assets and
liabilities and the reported amounts of revenues and expenses. On an
ongoing basis, the Company evaluates its estimates, including those
related to customer programs and incentives, preduct returns, inventories,
intangible assets and other long-lived assets, income taxes, financing,
pensions and other postretirement benefits, and contingencies. Actual
results could differ from those estimates. This listing is not intended to
be a comprehensive list of all of the Company’s accounting policies.

a Revenue Recognitien The Company’s revenue is from the sale of its products.
Revenue is recognized when title, ownership and risk of loss passes to the
customer. When discounts are offered to customers for early payment, an
estimate of such discounts is recorded as a reduction of net sales in the same
period as the sale. Standard sales terms are final and returns or exchanges are
not permitted unless a special exception is made; reserves are established and
recorded in cases where the right of return does exist for a particular sale.

The Company offers a variety of programs, primarily to its retail customers,
designed to promote sales of its products. Such programs require periodic
payments and allowances based on estimated results of specific programs and
are recorded as a reduction to net sales. The Company accrues at the time
of sale the estimated total payments and allowances associated with each
transaction. Additionally, the Company offers programs directly to consumers
to promote the sale of its products. Promotions which reduce the ultimate
consumer sale prices are recorded as a reduction of net sales at the time
the promgticnal offer is made, generally using estimated redempticn and
participation levels,

The Company continually assesses the adequacy of accruals for customer
and consumer promotional program costs not yet paid. To the extent total
program payments differ from estimates, adjustments may be necessary,
Historically, these adjustments have not been material to annual results.

o Pension Plans and Other Postretirement Benefits The determination of the
Company’s obligation and expense for pension and other pestretirement
benefits is dependent on certain assumptions developed by the Company and
used by actuaries in caleulating such amounts. Assumptions include, among
others, the discount rate, future salary increases and the expected long-term
rate of return on plan assets. Actual results that differ from assumptions made
are accumulated and amertized over future periods and, therefore, generally
affect the Company’s recognized expense and recorded cbligation in future
periods. Significant differences in actual experience or significant changes in
assumptions may materially affect pension and other postretirement obliga-




tions. In determining the discount rate, the Company uses the yield on
high-quality bonds that coincides with the cash flows of its plans’ estimated
payouts. For the U.S. plans, which represent the Company’s most significant
obligations, the CitiGroup yield curve is used in determining the discount rates.

0Of the assumptions listed above, changes in the expected assets return
have the most significant impact cn the Company's annual €amings prospec-
tively. A one percentage point decrease or increase in expected assets return
would decrease or increase the Company's pre-tax pension expense by $6.9.

As allowed under U.5. GAAP, the Cempany’s U.S. qualified pension plan
uses Market Related Value (MRV), which recognizes market appreciation or
depreciation in the portfolio over five years so it reduces the short-term impact
of market fluctuaticns.

o Valuation of Long-Lived Assets The Company periodically evaluates its long-
lived assets, including gooawill and intangible assets, for potential impairment
indicators. Judgments regarding the existence of impairment indicators are
based on legal factors, market conditions and operational performance.
Future events could cause the Company to conclude that impairment indicators
exist. The Company typically uses the discounted cash fiows method to deter-
mine if impairment exists. This requires management to make assumptions
regarding future income, working capital and discount rates, which would
affect the impairment calculation.

o Income Taxes The Company estimates income taxes and the income tax rate
in each jurisdiction that it operates. This involves estimating taxable earnings,
specific taxable and deductible items, the likelihood of generating sufficient
future taxable income to utilize deferred tax assets and possible exposures
related to future tax audits, Deferred tax assets are evaluated on a subsidiary
by subsidiary basis for realizability. Valuation allowances are established when
the realization is not deemed to be more likely than not. Future performance
is monitcred, and when objectively measurable operating trends change,
adjustments are made to the valuation zllowances accordingly. To the extent
the estimates described above change, adjustments to income taxes are made
in the period in which the estimate is changed.

Accounting Standards
The Company adopted SFAS No. 123 (revised 2004), “Share-Based
Payment” (SFAS 123R), using the “modified retrospective” method.
Accordingly, prior years resuits have been adjusted to incorporate the
effects of SFAS 123R, as reflected in Note 18 to the Consolidated Financial
Statements. The impact to the Company’s net earnings is consistent
with the pro forma disclosures provided in previous financial statements.
See discussion in Note Z to the Consolidated Financial Statements
related to recently issued accounting standards,

Forward-Looking Information

Statements in the Management's Discussicn and Analysis of Results of
Cperations and Financial Condition and other sections of this Annual
Report to Shareholders that are not historical, particularly statements
regarding the health of the battery categery, the impact of changes in
the value of local currencies on segment profitability, Energizer's
estimates of its share of totat U.S. retail battery market and SWS share
of the wet shave category in major markets, Energizer's positioning to
meet consumer demand and the benefits of its pertfelio of products,
continuing increases in the cost of key commodity metals, the ability
of announced battery price increases to offset those increases, the impact
of such increases on per unit gross margins, the Company’s anticipated
charges and annualized cost savings from Eurapean restructuring
projects, future tax rates, estimated capital expenditures for fiscal 2007

and their source of financing, the likelihood of acceleration of the
Company's debt covenants, the anticipated adequacy of cash flows and
the Company’s ability to meet liquidity requirements, the Company’s
ability to mitigate future material, labor and transportation cost increases,
the materiality of future expenditures for enviranmental matters and
envirenmental control equipment, the impact of adverse changes in
interest rates, the market risk of foreign currency derivatives, the
mitigating impact of changes in value of the prepaid share option an
deferred compensation liabilities, potential adjustments to accruals for
promational program costs, the impact of variations from assumptions
on pension asset returns on the Company’s pre-tax pension expense,
and the valuation of long-lived assets, may be considered forwarg-
looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. The Company cautions readers not to
place undue reliance on any forward-looking statements, which speak
only as of the date made.

The Company advises readers that various risks and uncertainties
could affect its financial performance and could cause the Company’s
actual results for future periods to differ materially from those antici-
pated or projected. Battery consumption trends could be negatively
impacted by general economic conditions or product innovations.
Global economic conditions and fluctuations in currency exchange
rates could significantly impact current exchange rates, resulting in
a more significant impact on segment profitability than is currently
anticipated. Energizer's estimates of its U.S. alkaline market share and
estimates of SWS share of the wet shave category are based solely on
limited data available to the Company and management’s reasonable
assumptions about market conditions, and consequently may be
inaccurate, or may not reflect segments of the retail market. Shifts in
consumer demands or needs, competitive activity or product improve-
ments, or further retailer consolidations may dilute or defeat the
benefits of the Company's consumer positicning and strategy.
Competitive promotional activity, or pricing or promotional demands
from retailer customers, could limit the efficacy of battery price increases
in future periods, while, on the other hand, manufacturing efficiencies
and efforts to further reduce costs could have a faverable impact on the
Company's production costs. The impact of commodity cost increases,
nevertheless, could be more significant than anticipated, as it is difficult
to predict with any accuracy whether raw material, energy and other
input costs will stabilize or continue to increase, since such costs are
impacted by multiple economic, political and other factors outside of
the Company's control, With respect to the European restructuring and
integration projects, the integration aspects are still under evaluation
and review, and anticipated charges and cost savings are preliminary.
Additional costs associated with restructuring or unexpected expenses
associated with integration activities may tead to higher than anticipated
charges to earnings, and estimates of annual savings may be impacted
by a number of factors, including limits on available efficiencies, unfore-
seen integration complexities, and greater than anticipated ongoing
operating expenses associated with the combined operations.
Unforeseen fluctuations in levels of the Company’s operating cash
flows, or inability to maintain compliance with its debt covenants, could
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fimit the Company's ability to meet future operating expenses and
liquidity requirements, fund capital expenditures or service its debt as it
becomes due. Unknown environmental liabilities and greater than antic-
ipated remediation expenses or environmental control expenditures
could have a material impact on the Company's financial position.
Estimates of environmental liabilities are based upon, among other things,
the Company's payments and/or accruals with respect to each reme-
diation site; the number, ranking and financial strength of other responsible
parties {PRPs); the status of the proceedings, including various settlement
agreements, consent decrees or court orders; allocations of volumetric
waste contributions and allocaticns of relative responsibility among PRPs
developed by regulatory agencies and by private parties; remediation
cost estimates prepared by governmental authorities or private technical
consuitants; and the Company’s historical experience in negotiating and
settling disputes with respect to similar sites - and such estimates
may prove to be inaccurate. The Company’s overall tax rate in future
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years may be higher than anticipated because of unforeseen changes in
the tax taws or applicable rates, higher taxes on repatriated earnings or
increased foreign losses. Economic turmoil and currency fluctuations
could increase the Company’s risk from unfavorable impact on variable-
rate debt, currency derivatives and other financial instruments. Deferred
compensaticn liabilities reflecting the value of the Common Stock may
increase significantly, depending on market fluctuation and employee
elections, but such increase may not be reflected in a comparable increase
in the value of the prepaid share option. Adjustments to accruals for
premotional programs and calculations of impairment of long-lived
assets may be more sigrificant than anticipated. The impact of decreases
in the expected returns from pension assets may have a greater than antic-
ipated impact on pensiocn expenses. Additional risks and uncertainties
include those detailed from time to time in the Company's publicly filed
documents, including its Registration Statement on Form 10, as amended,
and its Current Report on Form 8-K dated April 25, 2000.
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Statement of Earnings Data

FOR THE YEAR ENDED SEPTEMBER 30, 2006 20035 2004 2003(a) 2002
Net sales $ 3,076.9 52,989.8 $2.812.7 $22325 $1,739.7
Depreciation and amortization 117.5 116.3 115.8 83.2 57.4
Earnings before income taxes {b} 356.6 388.7 347.8 2273 265.3
Income taxes 95.7 108.0 86.8 63.8 86.9
Net earnings (c) 260.9 280.7 261.0 163.5 178.4
Earnings per share:
Basic $ 4.26 $ 395 $ 324 1.90 $ 1.96
Diluted 3 4.14 $ 382 $ 3.3 .85 $ 1.92
Average shares outstanding:
Basic 61.2 710 80.6 859 9.0
Diluted 63.1 73.5 834 88.2 $2.8
Balance Sheet Data
SEPTEMBER 30, 2006 20045 2004 2003(a) 2002
Working capital $ 708.2 S 6264 $ 469.2 $ 5160 3 3630
Property, plant and equipment, net 659.9 682.5 705.6 7012 455.7
Total assets 3,132.6 29738 2,931.7 2,747.3 1,603.6
Long-term debt 1,625.0 1,295.0 1,059.6 13.6 160.0
{a) Schick-Wilkinson Sword was acquired March 28, 2003,
(b} Farmings before income taxes were fraduced)/increased dua {a tha following rlems:
FOR THE YEAR ENDED SEPTEMBER 30, 20006 2005 2004 2003 2002
Provisions for restructuring and related ¢osts § (37.4) 5 (5.7) § (5.2) S 02 s (10.3)
Foreign pension charge {4.5} - - - -
Special termination bensfits - - (15.2) - -
Acquisition invenlary valuaticn - - - (8%9.7) -
Early debt payoft - - - {20.0) -
Kmart accounts receivable write-down - - - - 115.0)
Gain on safe of property - - - 5.7 6.3
Inteflectual property rights income - - 1.5 8.5 -
Total § (415 $ 5.7 $ 18.9) 5 195.7) $ (19.0)
{c) Net eamnings werg due lo the
FOR THE YEAR ENDED SEPTEMBER 30, 2006 2005 2004 2003 2002
Previsians for restructuring and related costs, net of tax $ [24.%) $ 13.7) % {39 S - § (78)
Foreiga peosion charge, net of tax (3.7} - - - -
Special termination benefits. net of tax - - {9.6) - -
Acquisition inventory valuation, net of tax - - - 158.2) -
Early debt payoff, net of tax - - - {12.4) -
Kmart accounts receivable write-down, net of tax - - - - (9.3)
Gain on sale of property, net of tax - - - 57 5.0
Tax benefits recognized related to prior years’ losses 5.7 4.7 16.2 12.2 6.7
Adjustments 1o prior year tax accruals 10.9 10.6 8.5 70 5.1
Repatriation under the American Jobs Greation Act - 9.0} - - -
Intellectual property rights income, net of tax - - 0.9 5.2 -
Total 5 (12.0) S iz6 s 122 5 (40.6) 3 i0.3)
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Responsibility for Financial Statements

The preparation and integrity of the financial statements of Energizer
Holdings, Inc. {the Company) are the responsibility of its management.
These statements have been prepared in conformance with generally
accepted accounting principles in the United States of America, and
in the opinion of management, fairly present the Company's financial
position, results of operations and cash flows.

The Company maintains accounting and internal control systems,
which it believes are adequate to provide reasonable assurance that
assets are safeguarded against loss frem unauthorized use or disposi-
tion and that the financial records are reliable for preparing financial
statements. The selection and training of qualified personnel, the
establishment and communication of accounting and administrative
policies and procedures, and an extensive program of internal audits
are important elements of these control systems.

The report of PricewaterhouseCoopers LLP, independent registerad
public accounting firm, on their aucdits of the accompanying financial
statements is shown below. This report states that the audits
were made in accordance with the standards of the Public Company
Accounting Oversight Board {United States). These standards include a
study and evaluation of internal control for the purpose of establishing
a basis for reliance thergon relative to the scope of their audits of the
financial statements.

The Board of Directars, through its Audit Committee consisting solely
of nonmanagement directors, meets periodically with management,
internal audit and the independent auditors to discuss audit and financial
reporting matters. To assure independence, PricewaterhouseCoopers
LLP has direct access to the Audit Committee.
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Management’s Report on Internal Control over
Financial Reporting

The management of Energizer is responsible for establishing and
maintaining internal control over financial reporting. The Company’s
internal control over financial reporting is a process designed to provide
reascnable assurance regarding the reliability of financial reporting and
the preparation of financial statements in accordance with generally
accepted accounting principles for external purposes. The Company's
internal control over financial reporting includes those policies and
procedures that: {i) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Company; (i) provide reasonable
assurance that transactions are recorded as necessary to permit prepa-
ration of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the
Company are being made only in accerdance with authorizations of
management and directors of the Company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the Company’s assets that could
have a material effect on the financial statements. Internal control over
reporting, because of its inherent limitations, may not prevent or detect
misstatements. Also, projections of any evaluation of effectivenass to
future periods are subject to the risk that controls may become inadquate
because of change in conditions, or that the degree of compliance with
the policies or procedures may deteriorate. Management conducted
an assessment of the effectiveness of the Company’s internal control
over financial reporting based on the framework set forth in Internal
Contral - Integrated Framework, issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on the
Company’s assessment, management has concluded that internal con-
trol over financial reporting as of September 30, 2006 was effective.
QOur management’s assessment of the effectiveness of the Company's
internal control over financial reporting as of September 30, 2006
has been audited by PricewaterhouseCoopers LLP, an independent
registered public acceounting firm, as stated in their report which
appears hergin.




Report of independent Registered Public Accounting Firm
To the Shareholders and Board of Directors of Energizer Holdings, Inc.

We have completed integrated audits of Energizer Holdings, Inc.’s 2006
and 2005 consclidated financial statements and of its internal control
over financial reporting as of September 30, 2006 and an audit of its
2004 financial statements in accordance with the standards of the
Public Company Accgunting Oversight Board (United States). Our opin-
ions, based on our audits, are presented below.

Consolidated Financial Statements

In our opinion, the accompanying consolidated balance sheets and
the related consolidated statements of earnings and comprehensive
income, of cash flows and of shareholders equity present fairly, in all
material respects, the financial position of Energizer Holdings, Inc. and
its subsidiaries at September 30, 2006 and 2005, and the results of
their operations and their cash flows for each of the three years in the
period ended September 30, 2006 in conformity with accounting
principles generally accepted in the United States of America. These
financial statements are the responsibility of the Company’s manage-
ment. Qur responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of these
statements in accordance with the standards of the Public Company
Accounting Oversight Beard (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.
An audit of financial statements includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reason-
able basis for our opinion.

Energizer Holdings, Inc., a September 30 year-end registrant, adepted
FAS 123(R) on October 1, 2005 using the modified retrospective appli-
cation method. The adoption of FAS 123(R) had a material impact on
Energizer Holdings, Inc.’s consolidated financial statements and did not
result in a material cumulative effect adjustment.

Internal Control over Financial Reporting

Also, in our opinion, management’s assessment, included in the accom-
panying Management's Report on Internal Control over Financial
Reporting that the Company maintained effective internal control over
financial reporting as of Septermber 30, 2006 based on criteria
established in /nternal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission
(COS0), is fairly stated, in all material respects, based cn those criterfa.
Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of

September 30, 2006 based on criteria established in fnternal Controf -
Integrated Framework issued by the COSO. The Company's management
is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to express apinions on
management’s assessment and on the effectiveness of the Company's
internal control over financial reporting based on our audit. We
conducted our audit of internal control gver financial reporting in accor-
dance with the standards of the Public Company Accounting Qversight
Board (United States). Those standards require that we plan and perform
the aucit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material
respects. An audit of internal control over financial reporting includes
obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the
design and operating effectiveness of internal control, and performing
such other procedures as we consider necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
finangial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reperting
includes those policies and procedures that {i} pertain to the mainte-
nance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company;
(i) provide reasonahle assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and
expenditures of the company are being made ¢nly in accordance with
authorizations of management and directors of the company; and
{iii) provide reasonable assurance regarding prevention or timely detec-
tion of unautherized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in con-
ditions, or that the degree of compliance with the policies or procedures
may deteriorate.

ga«»ﬁwgnwg LLf

PricewaterhouseCogcpers LLP
St. Louis, Missouri
December 1, 2006
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(Doflars in miflions, except per share data)

Statement of Earnings

YEAR ENDED SEPTEMBER 30, 2008 2005 2004
Net sales $ 3,076.9 $2,989.8 $2,812.7
Cost of products sold 1,696.1 1,312 1,404.0
Selling, general and administrative expense 601.9 5814 550.8
Advertising and promotion expense 368.9 387.6 403.3
Research and development expense 74.2 69.9 74.0
interest expense 779 52.4 30.8
Other financing (income}/expense, net 1.3 (2.3) 2.0
Earnings before income taxes 356.6 388.7 347.8
Income taxes 95.7 108.0 86.8
Net earnings $ 2609 $ 2807 $ 2630
Earnings Per Share

Basic net earnings per share § 428 § 3%5 3 324

Diluted net earnings per share § 414 § 3.8z 3 313
Statement of Comprehensive Income )
Net earnings $ 2609 $ 280.7 $ 2610
QOther comprehensive income, net of tax

Foreign currency translation adjustments 29.4 (1.3} 29.6

Minimum pension liability change, net of tax of ${1.3) in 2006, $9.2 in 2005 and $2.9 in 2004 1.7 {17.1) (6.2}
Comprehensive income $ 2920 s 2523 $ 7844

The above financial staterment should be read in conjunction with the Notes to Consotidated Financial Statements.
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ENERGIZER HOLDINGS, INC.
Consalidated Balance Sheets

(Dotars 1 millions)

SEPTEMBER 30, 20046 20035

Agsets

Current assets

Cash and cash equivalents $ 1343 $ 845
Trade receivables, net 699.6 677.3
Inventories 553.9 491.0
Other current assets 247.3 211.2
Total current assets 1,635.1 1,464.0
Property, plant and equipment, net 659.9 682.5
Goodwill 364.5 358.9
Other intangit:le assets 304.7 3053
Other assets 164.4 163.3
Total $ 3,132.6 $2,973.8

Liabilities and Shareholders Equity
Current liabilities

Current maturities of long-term debt $ 850 5 150
Notes payable 63.6 101.2
Accounts payable 246.6 231.8
Gther current liabilities 531.7 4896
Total current liabilities 926.9 837.0
Long-term debt 1,625.0 1,295.0
Other liabilities 348.3 3560.7

Shareholders equity

Preferred stock, $.01 par value, none outstanding - -

Common stock, $.01 par value, issued 97,083,682 at 2006 and 2005, respectively 1.0 1.0
Additional paid-in capital 950.2 929.6
Retained earnings 1,073.2 832.7
Common stock in treasury, at cost, 40,410,791 shares at 2006 and 30,044,578 shares at 2005 {1,754.2) 1,193.9)
Accumulated other comprehensive loss (57.8) (88.9)

Total shareholders equity 212.4 480.5

Total $ 3,132.6 $2,973.8

The above financial statement shauld be read in conjunction with the Notes i Ci i Financiaf 5i
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ENERGIZER HOLDINGS, INC.
Consclidated Statements of Cash Flows

(Dakars in miltions)

YEAR ENDED SEPTEMBER 30, 2006 2005 2004
Cash Flow from Operations
Net earnings $ 2609 $ 280.7 $ 2610
Adjustments to reconcile net earnings to net cash flow from operations;
Depreciation and amortization 117.5 116.3 15.8
Deferred income taxes (23.3) (15.4} (18.2)
Other nen-cash charges 25.4 14.9 26.5
Other, net 11.0 4.8 9.6
Operating cash flow befere changes in working capital 3915 4011 404.7
Changes in assets and liabilities used in operations;
Increase in acoounts receivable, net {15.0) (46.0) (62.8)
Increase in inventories {54.2) (30.3) (21.9)
(Increase) /decrease in other current assets 5.8 (10.8) 78.1
Increase/(decrease} in accounts payable 1.5 {10.4) 3.8
Increase/{decrease) in other current liabilities 33.4 7.7} 77.4
Net cash flow from operations 373.0 295.9 479.3
Cash Flow from Investing Activities
Capital expenditures (94.9) {103.0) (121.4)
Proceeds from sale of assets 6.6 5.4 4.3
Investment in prepaid share cptions {19.6) - -
Other, net (2.7} 0.5 5.8
Net cash used by investing activities (115.6} (97.1) (111.3)
Cash Flow from Financing Activities
Cash proceeds from issuance of debt with original maturities greater than $0 days 497.8 621.0 -
Cash payments on debt with original maturities greater than 90 days [15.0) (430.0) (20.0)
Net increase/(decrease) in debt with original maturities of 90 days or less (123.2) {10.4) 206.9
Comman stock purchased (600.7) (461.2) (542.9)
Proceeds from issuance of common stock 214 39.7 20.7
Excess tax benefits from share-based payments 8.2 20.9 6.4
Other - (1.3) (3.6)
Net cash used by financing activities {211.5) [221.3) [332.5)
Effect of exchange rate changes on cash 39 (2.1 1.9
Net (decrease)/increase in cash and cash equivalents 492.8 (24.6) 374
Cash and cash eguivalents, beginning of period B84.5 1091 7.7
Cash and cash equivalents, end of period $ 1343 $ B45 $ 1091

The above financial statement should be read in conjunciian with the Notes to €1

Financial
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ENERGIZER HOLDINGS, INC.
Consolidated Statements of Shareholders Equity

(Dollars in miffions, shares in thousands}

Dollars Shares
20006 2005 2004 2006 2005 7004
Common stock:
Balance at beginning of year 1.0 1.0 1.0 97,084 97.04% 56,571
Activity under stock plans - - - - 35 478
Ending balance 1.0 1.0 1.0 97,084 97,084 97,049
Additional paid-in capital:
Balance at beginning of year 329.6 B9B.8 B872.2
Activity under stock plans 20.6 30.8 26.6
Ending balance 950.2 929.6 B98.8
Retained earnings:
Balance at beginning of year 832.7 585.7 333.4
Net earnings 260.9 280.7 2610
Activity under stock plans (20.4) {33.7} {8.7)
Ending balance 1,073.2 832.7 585.7
Common stock in treasury:
Batance at beginning of year (1,193.9) {814.8) (288.1) (30,044) [24,146) {11,493)
Treasury stock purchased {600.7) (457.4) (546.7) {11,331) {B.114] {13,354)
Activity under stock plans 40.4 783 20.0 965 2,216 704
Ending balance (1,754.2) {1,193.9) (814.8) (40,410) (30,044) {24,146)
Accumulated other comprehensive (loss)/income:;
Cumulative translation adjustment:
Balance at beginning of year {55.8) 44.5) (74.1}
Foreign currency translation adjustment 29.4 (1.3} 2.6
Ending balance (26.4) (55.8) (44.5)
Minimum pension liability:
Balance at beginning of year (33.1) {16.0} {9.8)
Adjustment 1.7 7.1 6.2
Ending balance, net of tax of $15.0 in 2008, $16.2 in 2005
and $7.0 in 2004 (31.4) (33.1) {16.0)
Total accumulated other comprehensive loss (57.8) (88.9} (60.5)
Total shareholders equity $ 2124 $ 4805 $ 610.2

The abeve financial statement showid be read in conjunction with the Motes to C i Financial 51
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ENERGIZER HOLDINGS, INC.
Notes to Consolidated Financial Statements

{Dolars in mulions, except per share and percentage data)

1. Basis of Presentation

Preparation of the financial statements in conformity with generally
accepied accounting principles in the U.S. (GAAP)} requires Energizer
Holdings, Inc. and its subsidiaries (the Company) to make estimates
and assumptions that affect the reported amounts of assets and liabili-
ties, disclosure of contingent assets and liabilities and the reported
amounts of revenues and expenses. On an ongoing basis, the Company
evaluates its estimates, including those related to customer programs
and incentives, product retums, bad debts, inventories, intangible and
other long-lived assets, income taxes, financing, pensions and other
postretirement benefits, contingencies and acquisitions. Actual results
could differ from those estimates.

2. Summary of Significant Accounting Policies

The Company's significant accounting policies, which conform to GAAP
and are applied on a consistent basis among all years presented,
except as indicated, are described below,

Principles of Consolidation The financial statements include
the accounts of the Company and its majority-owned subsidiaries. Ail
significant intercompany transactions are eliminated. Investments in
affiliated companies, 20% through 50% owned, are carried at equity.

Foreign Currency Translation Financial statements of foreign apera-
tions where the {ocal currency is the functional currency are translated
using end-of-pericd exchange rates for assets and liabilities, and
average exchange rates during the period for results of operations.
Related translation adjustments are reported as a component within
accumulated other comprehensive income in the shareholders equity
section of the Consolidated Balance Sheets.

For foreign operations where the U.S. dolfar is the functional
currency and for countries that are considered highly inflationary,
translation practices differ in that inventories, properties, accumulated
depreciation and depreciation expense are translated at historical rates
of exchangs, and related translation adjustments are included in
earnings. Gains and losses from foreign currency transactions are
generally included in earnings.

Financial Instruments and Derivative Securities The Company
uses financial instruments, from time to time, in the management of
foreign currency, interest rate and other risks that are inherent to
its business operaticns. Such instruments are not held or issued for
trading purposes.

Foreign exchange (F/X) instruments, including currency forwards,
purchased cptions and zerg-cost optien collars, are used primarily to
reduce transaction exposures and, to 2 lesser extent, to manage other
translation exposures. F/X instruments used are selected based on
their risk reduction attributes and the related market congitions. The
Company also holds a contract with an embedded derivative instrument
to mitigate the risk of its deferred compensation liabilities, as discussed
further in Note 13. The Company has not designated these financial
instruments as hedges for accounting purposes in the three years
ended September 30, 2006.

The company uses raw materials that are subject to price volatility.
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The Company will use hedging instruments as it desires to reduce expo-
sure to variability in cash flows associated with future purchases of zine
o7 other commodities. At September 30, 2006, the fair market value of the
Company’s hedging instruments is insignificant. There were no market
instruments designated as cash flow hedges in fiscal 2005 or 2004,

Cash Equivalents For purposes of the Consolidated Statements of
Cash Flows, cash equivalents are all considered to be highly liquid
investments with a maturity of three months or less when purchased.

Accounts Receivable Valuation Accounts receivable are stated at
their net realizable value. The allowance for doubtful accounts reflects
the Company’s best estimate of probable losses inherent in the receiv-
ables portfolia determined on the basis of historical experience, specific
allowances for known troubled accounts and other currently available
information. Bad debt expense is included in selling, general and admin-
istrative (SG&A) expense in the Consolidated Statements of Earnings.

Inventories (nventories are valued at the lower of cost or market, with
cost generally being determined using average cost or the first-in, first-
out (FIFO) method.,

Capitalized Software Costs Capitalized software costs are included
in Other Assets. These costs are amortized using the straight-line method
over pericds of related benefit ranging from three to seven years.
Expenditures related to capitalized software are included in the capital
expenditures caption in the Consolidated Statements of Cash Flows.

Property Plant and Equipment Expenditures for new facilities and
expenditures that substantially increase the useful life of property,
including interest during construction, are cepitalized and reported in
the capital expenditures caption in the Consolidated Statements of
Cash Flows. Maintenance, repairs and minor renewals are expensed as
incurred. When property is retired or otherwise disposed of, the related
cost and accumulated depreciation are removed from the accounts,
and gzins or losses on the disposition are reflected in earnings.

Depreciation Depreciation is generally provided on the straight-line
basis by charges to costs or expenses at rates based on estimated
useful lives. Estimated useful lives range from two to 25 years for
machinery and equipment and three to 30 years for buildings.
Depreciation expense was $109.1, $111.0 and $110.0 in 2006, 2005
and 2004, respectively.

Goodwill and Other Intangible Assets Goodwill and indefinite-lived
intangibles are not amortized, but are evaluated annually for impairment
as part of the Company’s annual business planning cycle in the fourth
quarter. The fair value of each reporting unit is estimated using the
discounted cash flow method. Intangible assets with finite lives are
amortized on a straight-line basis over expected lives of five to 15 years.
Such intangibfes are also evaluated for impairment annually.

Impairment of Long-Lived Assets The Company reviews long-lived
assets, other than goodwill and other intangible assets for impairment,
when events or changes in business gircumstances indicate that the
remaining useful life may warrant revision or that the carrying amount
of the long-lived asset may not be fully recoverable. The Company




performs undiscounted cash flow analyses to determine if impairment
exists. If impairment is determined to exist, any related impairment loss
is calculated based on fair value. Impairment losses on assets to be
disposed of, if any, are based on the estimated proceeds tc be received,
less cost of disposal.

Revenue Recognition The Company's revenue is from the sale of its
products. Revenue is recognized when title, ownership and risk of loss
passes to the customer. Discounts are offered to customers for early
payment and an estimate of such discounts is recorded as a reduction
of net sales in the same period as the sale. Qur standard sales terms
are final and returns or exchanges are not permitted unless a special
exception is made; reserves are established and recorded in cases
where the right of return does exist for a particular sale. The Company
offers a variety of programs, primarily to its retail customers, designed
to promote sales of its products. Such programs require periodic pay-
ments and allowances based on estimated resuits of specific programs
and are recorded as a reduction tc net sales. The Company accrues at
the time of sale the estimated total payments and allowances associated
with each transaction. Additionally, the Company offers programs
directly to consumers to promote the sale of its products. Promotions
which reduce the ultimate consumer sale prices are recorded as a
reduction of net sales at the time the promotional offer is made, generally
using estimated redemption and participation leveis, The Company con-
tinually assesses the adequacy of accruals for customer and consumer
promotional program costs not yet paid. To the extent total program
payments differ from estimates, adjustments may be necessary.
Histerically, these adjustments have not been materiai.

Advertising and Promotion Costs The Company advertises and
promotes its products through national and regional media and expenses
such activities in the year incurred.

Reclassifications Certain reclassifications have been made to the
prior year financial statements t¢ conform to the current presentation,

Recently Issued Accounting Pronouncements In 2006, the FASB
issued FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes" (FIN 48). FIN 48 clarifies the treatment of uncertain
income tax positions in accordance with FASB Statement No. 109,
“Accounting for income Taxes.” The interpretation prescribes a recog-
nition threshold and measurement attribute for the financial statement
recognition and measuremeant of a tax position taken or expected to be
taken in a tax return. It also provides guidance on derecognition, ¢las-
sification, interest and penalties, accounting for taxes in interim periods
and disclosure requirements. FIN 48 is effective for the Company on
October 1, 2007. The Company has not cormpleted assessing the impact
that FIN 48 will have on the Consolidated Financial Statements.

The FASB issued SFAS No. 154, “Accounting Changes and
Error Corrections - a replacement of APB Opinion No. 20 and FASB
Staterment No. 3" (SFAS 154), which requires retrospective application
to prior periods’ financial statements of changes in accounting principle,
uniess it is impracticable to determine either the period-specific effects
or the cumulative effect of the change. It also requires that a change
in depreciation, amortization or depletion method for long-lived, non-

financia! assets be accounted for as a ¢change in accounting estimate
effected by a change in accounting principle. It is effective for the
Company an Octeber 1, 2006. The Company is not currently contem-
plating an accounting change or aware of any errors that would be
impacted by SFAS 154,

In February 2006, the FASB issued SFAS 155, “Accounting for
Certain Hybrid Financial Instruments, and amendment of FASB
Statement No. 133 and 140" (SFAS 155). SFAS 155 permits, among
other things, an election to record hybrid financial instruments that
contain an embedded derivative at fair value rather than bifurcating the
instrument for accounting purposes, as required by previous standards.
SFAS 155 is effective for the Company as of the beginning of fiscal
2007. The Company has not yet completed its evaluation of the impact
of adopting SFAS 155 cn its Censolidated Financial Statements, but
does net expect such impact to be material.

In September 2006, the FASB issued SFAS No. 157, “Fair Value
Measurements” (SFAS 157}, whick addresses how fair value should
be measured when required for recognition or disclosure purposes
under GAAP. It also establishes a fair value hierarchy and will require
expanded disclosures on fair value measurements. SFAS 157 is
effective for the Company on Cctaber 1, 2008. The Company has not
completed assessing the impact that SFAS 157 will have on the
Consclidated Financial Statements,

In September 2006, the FASB issued SFAS No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement
Plans - an amendment of FASB Statements No. 87, 88, 106 and 132(R)”
(SFAS 158). SFAS 158 improves financial reporting by requiring an
employer to recognize the overfunded or underfunded status of a
defined benefit pension and a postretirement plan as an asset or
liability in its statement of financial position. The changes in funded
status in that year are required to go through other comprehensive
income. Additional disclosure will also be required on certain effects on
net periodic berefit cost for the next fiscal year that arise from delayad
recognition of the gains or losses, prior service costs or credits, and
transition asset or obligation. SFAS 158 is effective for the Company at
the end of fiscal 2007. We currently estimate that the impact of SFAS
158 will be an additional net pension liability of $58.9, will reduce the
postretirement liability by $37.1 and impact total shareholders equity by
$17.7 based upon valuaticns as of September 30, 2006.

In September 2004, the U.S. Securities and Exchange Commission
(SEC) issued Staff Accounting Bulletin No. 108, “Quentifying Financial
Statement Misstatements” (SAB 108}, which provides interpretive
guidance on how registrants should quantify misstatements when
evaluating the materiality of financizl statement errors. SAB 108 also
provides transition accounting and disclosure guidance for situations
in which a material error existed in prior period financial statements
by allowing companies to restate prior period financial statements or
recognize the cumulative effect of initially applying SAB 108 through
an adjustment to beginning retained earnings in the year of adoption.
SAB 108 is effective for the Company in fiscal 2007. The Company has
not completed assessing the impact that SAB 108 will have on the
Consolidated Financial Statements.
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ENERGIZER HOLDINGS, INC.

Notes to Consolidated Financial Statements
{Goliars in millions, except per share and percentage datz)

3. Goodwill and Intangible Assets and Amortization

The Company has allocated goodwill and other intangible assets to
individual countries or areas for battery businesses. The battery
business intangible assets are comprised of trademarks primarily
related to the Energizer brand. These intangible assets are deemed
indefinite-fived,

The Company allocated goodwill, indefinite-lived trademarks and
other intangible assets to the SWS business at acquisition. The other
intangible assets include trademarks, tradenames, technology, patents
and customer-related assets with lives ranging from five to 15 years.

Goodwill and intangible assets deemed to have an indefinite life are
not amortized, but reviewed annually for impairment of value. The

Company monitors changing business cenditions, which may indicate
that the remaining useful life of goodwill and other intangible assets
may warrant revision or carrying amounts may require adjustment, As
part of its business planning cycle, the Company performed its annual
impairment test in the fourth quarter of fiscal 2006, 2005 and 2004.
Impairment testing of the Company's reporting units was performed at
the area leve! (North America, Europe, Asia Pacific and Latin America)
within each reporting segment of the Company. The fair value of each
area reporting unit was estimated using the discounted cash flow
method. No adjustments or impairments were deemed necessary.

The following table represents the carrying amcunt of goodwill by
segment at September 30, 2006:

North America International Razors and
Battery Battery Blades Total
Balance at October 1, 2005 $ 247 $ 144 $ 3200 $ 358.9
Cumulative translation adjustment - 0.4 5.2 5.6
Balance at September 30, 2006 247 5145 $ 3253 $ 364.5

The Company has indefinite-lived and amortizable intangibles. The Company had indefinite-lived trademarks and tradenames of $265.8
at September 30, 2006 and $261.9 at September 30, 2005. Changes in indefinite-lived trademarks and tradenames are currency related.
The Company also had pension related intangibles of $4.4 at September 30, 2006 and $3.6 at September 30, 2005.

Total amortizable intangible assets at September 30, 2006 are as follows:

Gross
Carrying Agcumulated
Amount Amortization Net
Tradenames $ 122 $ (4.4) $ 78
Technology and patents 355 (11.8) 237
Customer-related 8.1 (3.1 5.0
Total amortizable intangible assets $55.8 $(19.3) 3365

Amortization expense for intangible assets totaled $5.6 for the current year. Estimated amortization expense for amortized intangible assets for
the years ended September 30, 2007 and 2008 is approximately $5.4, and $5.0 for the years ended September 30, 2009 through 2011.
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4. Income Taxes
The provisicns for income taxes consisted of the fellowing for the years
ended September 30:

The source of pre-tax earnings was:

2006 2005 7004
2008 2003 2004 United States $ 1602 $ 1506 5 156.2
Currently payable: Foreign 196.4 2381 191.4
United States - Federal $ 637 $ 714 $ 62.6 Pre-tax earnings $ 356.6 $2388.7 $ 3478
State 3.6 5.3 5.1
Foreign 51.7 46.9 37.3
Total current 119.0 123.4 105.0
Deferred:
United States - Federal (15.8) {12.3) (5.1
State (0.6) (1.7} [1.5)
Foreign {6.9) (1.6} {11.6)
Total deferred (23.3) (15.6} {18.2)
Provision for income taxes $ 957 51080 $ 868
A reconciliation of income taxes with the amounts computed at the statutory federal rate follows:
2006 200% 2004
Computed tax at federal statutory rate $ 1248 35.0% $136.0 35.0% §121.7 35.0%
State income taxes, net of federal tax benefit 1.9 0.5 3.0 0.8 3.0 0.9
Foreign tax less than the federal rate {17.7} (5.0) (27.4) (7.0) [26.1) (7.5)
Foreign benefits recognized related to prior years' losses (5.7} (1.6) 114.7) (3.8) 16.2) 4.7)
Adjustments to prior year tax accruals {10.9) (3.1 {i0.6) (2.7) (8.5) [2.4)
Taxes on repatriation of foreign earnings under provisions
of the American jobs Creation Act - - 9.0 2.3 - -
Other taxes on repatriation of foreign earnings 4.5 1.3 9.4 2.4 10.7 3.1
Other, net (1.2 {0.3} 3.3 0.8 2.2 0.6
Total $ 957 26.8% $108.0 77.8% $ 86.8 25.0%

tn 2006, 2005 and 2004, £5.7, $14.7 and $16.2, respectively, of tax
benefits related to prior years’ losses were recorded. These benefits
related to foreign countries where our subsidiary subsequently began to
generate earnings and could reasonably expect future profitability
sufficient to utilize tax loss carryforwards prior to expiration, Improved
profitability in Mexice, Germany and Switzerland account for the bulk of
the amount recognized in 2006, 2005 and 2004, respectively.

Adjustments were recorded in each of the three years to revise
previously recorded tax accruals to reflect refinement of tax attribute

estimates to amounts in filed returns, settlement of tax audits and
changes in estimates related to uncertain tax positions in a number of
jurisdictions. Such adjustments decreased the income tax provision by
$10.9, $10.6 and $8.5 in 2006, 2005 and 2004, respectively.

The American Jobs Creation Act of 2004 (AJCA) introduced a special
one-time dividends received deduction on the repatriation of certain
foreign earnings to a U.S. taxpayer. The repatriation of foreign earnings
following the criteria prescribed by the AJCA generated an additional
tax provision in fiscal 2005 of $9.0.

ENR 2006 ANNUAL REPORT a 29




ENERGIZER HOLDINGS, INC.
Notes to Consolidated Finangial Statements

{Dolars in miltions, except per share and percentage data)

The deferred tax assets and deferred tax liabilities recorded on the
balance sheet as of Seplember 30 are as follows and include current
and non-current amounts:

2006 2005
Deferred tax liabilities:
Depreciation and property differences % (80.8) S (87.8)
Intangible assets (41.7) {38.5)
Pension plans {30.9) {39.0)
Other tax liabilities (3.2} {4.8)
Gross deferred tax liabilities (156.4) (170.1}
Defarred tax assets:
Accrued liabilities 63.9 62.2
Deferred and stock-related compensation 69.7 57.5
Tax loss carryforwards and tax credits 24.0 291
Intangible assets 36.7 421
Postretirement benefits other than pensions 28.4 29.9
nventory differences 18.9 18.1
Other tax assets N2 31.2
Gross deferred tax assets 2728 2705
Valuation allowance (10.7) (15.1)
Net deferred tax assets $ 1055 3 84.9

The exit cost liability for this project is as follows:

There were no tax loss carryforwards that expired in 2006. Future
expirations of tax loss carryforwards and tax credits, if not utilized, are
as follows: 2007, $0.3; 2008, $0.2; 2009, $1.0; 2010, $1.3; 2011, $10.6;
thereafter or no expiration, $10.6. The valuation allowance is attributed
to tax loss carryforwards and tax credits putside the U.S. The valuation
allowance decreased $4.4 in 2006 primarily due to projected utilization
in future years that are deemed more likely than not, partially offset by
additional deferred tax assets deemed unlikely to be realized.

At September 30, 2006, approximately $235 of foreign subsidiary
net earnings was considered permanently invested in those businesses.
U.S. income taxes have not been provided for such earnings. It is not
practicable to determine the amount of unrecognized deferred tax
liabilities associated with such earnings.

5. Restructuring and Related Charges

The Company continually reviews its battery and razor and blades
business models to identify potential improvements and cost savings. A
project commenced in 2006 to improve effectiveness and lower costs of
European packaging, warehouse and distribution activities, including the
closing of the Company's battery packaging facility in Caudebec, France,
as well as consclidation of warehouse and distribution activities. Total
project charges of $24.1 werg recorded in fiscal 2006, including $15.9
of exit costs charged to SGRA expense representing employee sever-
ance, contract terminations and other exit costs. Other costs associated
with the project were $8.2. As of September 30, 2004, the project is
substantially complete and virtually all charges have been recorded.

Tetal Contract {Other Exit Total Exit

Severance Terminations Costs Costs

Provision $12.4 $ 14 $ 21 § 159
Activity (4.0) (0.3 10,4) {4.5)
Balance at September 30, 2004 $ 84 $ 13 $ 17 $ 114

The Company has also commenced a project to integrate battery
and razor and blades commercial management, sales and adminis-
trative functions in certain European countries. Specific actions related
to this project are in various stages of evaluation, planning and execu-
tion. It is anticipated that the total project will result in charges to

The exit cost liability for this project is as follows:

pre-tax earnings of $27 to $33, the bulk of which will cccur by the and
of 2007, Total pre-tax charges related to the project were $13.3 in
fiscal 2006, recorded in SG&A expense and include exit costs of
$12.3 which represent employee severance, contract terminations and
other exit costs as well as $1.0 for other costs related to the project.

Total Contract Total Exit

Severance Terminations Costs

Provision 3 10,6 57 3123
Activity (1.6) - (1.6)
Balance at September 30, 2004 $ 90 $1.7 $10.7
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6. Earnings Per Share
For each period presented below, basic earnings per share is based on
the average number of shares cutstanding during the period. Diluted
earnings per share is based on the average number of shares used for
the basic earnings per share calculation, adjusted for the dilutive effect
of stock options and restricted stock equivalents.

The following table sets forth the computation of basic and diluted
earnings per share (shares in millions):

FOR THE YEAR ENDED SERTEMBER 30, 2006 2005 2004

Numerator:

Net earnings for basic and

dilutive earings per share $ 260.9 $280.7 3 261.0
Benominator:
Weighted-average shares - basic 61.2 71.0 80.6

Effect of dilutive securities

Stock options 1.4 1.7 2.0
Restricted stock equivalents 0.5 0.8 0.8
Total dilutive securities 1.9 2.5 2.8
Weighted-average shares - diluted 63.1 73.5 83.4
Basic net earnings per share $ 4.26 $ 3.95 $ 324
Diluted net earnings per share $ 414 $ 3.82 $ 3.3

7. Share-Based Payments

The Company's 2000 Incentive Stock Plan (the Plan} was adopted by
the Board of Directors in March 2000 and approved by shareholders,
with respect to future awards which may be granted under the Plan, at
the 2001 Annual Meeting of Sharehclders. Under the Plan, awards of
restricted stock, restricted stock equivalents or options to purchase the
Company’s commen stock (ENR stock) may be granted to directors,
officers and key employees. A maximum of 15.0 million shares of ENR
stock was approved to be issued under the Plan. At September 30,
2006, 2005 and 2004, respectively, there were 3.7 million, 3.8 million
and 4.2 millicn shares available for future awards.

Options under the Plan have teen granted at the market price on
the grant date and generally vest ratably over three to five years. These
awards have a maximum term of 10 years. Restricted stock and restricted
stock equivalent awards may also be granted under the Plan. Under the
terms of the Plan, option shares and prices, and restricted stock and
stock equivalent awards, are adjusted in canjunction with stock splits
and other recapitalizations so that the holder is in the same econcmic
position before and after these equity transactions.

The Company permits deferrals of bonus and salary and for direc-
tors, retainers and fees, under the terms of its Deferred Compensation
Plan. Under this plan, employees or directors deferring amounts into
the Energizer Common Stock Unit Fund are credited with a number of
stock equivalents based on the fair value of ENR stock at the time of
deferral. In addition, the participants were credited with an additional
number of stock equivalents, equal to 25% for employees and 33 1/3%
for directers, of the amount deferred. This additional company match

vests immediately for directors and three years from the date of initial
crediting for employees. Amounts deferred into the Energizer Common
Stock Unit Fund, and vested company matching deferrals, may be
transferred to ether investment options offered under the plan. At the
time of termination of employment, or for directors, at the time of
termination of service on the Board, or gt such other time for distribu-
tion which may be elected in advance by the participant, the number of
equivalents then credited to the participant’s account is determinad
and then an amount in cash equal to the fair value of an equivalent
number of shares of ENR stock is paid to the participant. This plan is
reflected in Other Liabilities on the Consolidated Balance Sheet.

On October 1, 2005, the Company adopted SFAS No. 123 (revised
2004), “Share-Based Payment” (SFAS 123R), using the “modified
retrospective” method. Accordingly, prior year results have been
adjusted to incorporate the effects of SFAS 123R. The impact to the
Company's net earnings is consistent with the pro forma disclosures
provided in previous financial statements as found in Note 18. The
Consolidated Balance Sheets also reflect the adoption of SFAS 123R.
At September 30, 2005, the cumulative impact was $13.5 to total
deferred taxes, $45.8 to retained earnings and $73.2 to additional
paid-in capital, which alsc reflects the reclassification of unearned com-
pensation for restricted stock equivalents of $13.9. The Statements of
Cash Flows for fiscal years prior to 2006 was adjusted in accordance
with SFAS 123R to reflect excess tax benefits as an inflow from financing
activities as reflected in Note 19,

Beginning with new grants in fiscal 2006, the Company used the
straight-line method of recognizing compensation cost. In fiscal years
prior to 2006, the Company used the accelerated method of recognizing
compensaticn costs for awards with graded vesting. The accelerated
method treated tranches of a grant as separate awards, amortizing the
compensation costs over each vesting period within a grant.

Total compensaticn cost charged against income for the Company's
share-based compensation arrangements was $16.0, $14.3 and
$13.0 fer the years ended September 30, 2006, 2005 and 2004, respec-
tively, and was recorded in seliing, general and administrative (SG&A)
expense, The total income tax benefit recognized in the Consolidated
Statement of Earnings for share-based compensation arrangements
was $5.9, $5.3 and $4.8 faor the years ended September 30, 2006,
2005 and 2004, respectively. Restricted stock issuance and shares
issued for stock option exercises under the Company’s share-based
compensation program are generally issued from treasury shares.

QOptions

As of September 30, 2004, the aggregate intrinsic value of stock
options cutstanding and stock options exercisable was $176.0 and
$140.8, respectively. The aggregate intrinsic value of stock options
exercised for the years ended September 30, 20064, 2005 and 2004
was $34.0, $78.2 and $28.2, respectively. When valuing new grants,
Energizer uses an implied volatility, which reflects the expected volatility
for a period equal to the expected life of the option. No new option
awards were granted in the year ended September 30, 2006. The
weighted-average fair value of options granted n fiscal 2005 and 2004
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was $15.27 and $14.81 per option, respectively. This was estimated at
the grant date using the Black-Scholes option-pricing model with the
following weighted-average assumptions:

2005 2004
Risk-free interest rate 3.86% 3.92%
Expected life of aption 6 years 7.5 years
Expected volatility of ENR stock 22.2% 19.4%

Expected dividend yieid on ENR stock - -

As of September 30, 2006, there was $3.6 of tota} unrecognized
compensation costs related to stock options grantad, which will be
recognized over a weighted-average period of approximately six months.
For outstanding nonqualified stock options, the weighted average
remaining contractual life is 5.1 years.

The following table summarizes nonqualified ENR stock option
activity during the current year (shares in millions):

Weighted-Average

Shares Exercise Price
Qutstanding on October 1, 2005 4.76 $25.38
Exercised 10.92) 23.33
Cancelled {0.03) 28,57
Cutstanding on September 30, 2006 3.81 25.85
Exercisable on September 30, 2006 279 $ 21.45

Restricted Stock Equivalents [RSE)

In October 2005, the Beard of Directors approved two different grants
of RSE. First, a grant to key employees, included approximately 73,000
shares that vest ratably over four years. The second grant for 80,000
shares was awarded to a group of key senior management and consists
of two pieces: 1) 25% of the total restricted stock equivalents granted
vest 00 the third anniversary of the date of grant; 2) the remainder vests
on the date that the Company publicly releases its earnings for its 2008
fiscal year contingent upon the Company’s compound annual growth in
earnings per share (CAGR) for the three year period ending on
September 30, 2008. If a CAGR of 10% is achieved, an additional 25% of
the grant vests. The remaining 50% will vest in its entirety on the third
anniversary of the grant date, only if the Company achieves a CAGR at or
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above 15%, with smaller percentages of that remaining 50% vesting if
the Company achieves a CAGR between 11% and 15%. The total award
expected to vest is amortized over the vesting period.

The following tabte summarizes RSE activity during the current year
(shares in millions):

Weighted-Average

Grant Date

Shares Fair Value
Nonvested RSE at October 1, 2005 0.52 $36.76
Granted 0.15 52.81
Vested [0.13) 33.43
Cancelled {0.01) 29.60
Nonvested RSE at September 30, 2006 0.53 $42.44

As of September 30, 2006, there was $11.6 of total unrecognized
compensation costs related to RSE granted under the Plan, which will be
recognized over a weighted-average period of approximateiy 2.7 years.
The weighted-average fair value for RSE granted in 2006, 2005 and
2004 was $52.81, $48.90 and $38.77, respectively. The fair value of RSE
vested in 2006, 2005 and 2004 was $6.9, $1.9 and $4.5, respectively.

Subsequent to year-end, in Octeber 2006, the Board of Directors
approved two grants of RSE. First, a grant to key employees, included
approximately 108,225 shares that vest ratably over four years, The
second grant for 303,000 shares was awarded to key senior manage-
ment with similar performance and vesting requirements to the RSE
award granted in 2005, as described above.

Other Share-Based Compensation

During the quarter ended December 31, 2005, the Board of Directors
approved an award for officers of the Company. This award totaled
196,800 share eguivalents and has the same features as the restricted
stock award granted to senior management discussed above, but will be
settled in cash and mandatorily deferred until the individual’s retirement
or other termination of employment. The total award expected to vest is
amortized over the threa year vesting period and the amartized portion is
recorded at the closing market price of Energizer stock at each period
end. As of September 30, 2006, there was $9.4 of total unrecognized
compensation costs related to this award. The related liability is reflected
in Other Liabilities in the Company’s Consolidated Balance Sheet.




8. Pension Plans and Other Postretirement Benefits

The Company has several defined benefit pension plans covering
substantially all of its emptoyees in the U.S. and certain employees in
other countries. The plans provide retirement benefits based on years
of service and earnings.

During fiscal 2006, the U.S. postretirement plan was amended to
eliminate disability benefits for participants who become disabled an or
after January 1, 2007. Simultaneously, the Company will begin providing
long-term disability insurance for U.S. employees. Current disabled
participants will continue to receive or accrue benefits under the plan
as of their disability date. The amendment reduced the plan’s projected
benefit obfigation by $10.1.

In September 2006, the Company discovered that ene of its non-U.S.
subsidiaries had failed over several years to adjust its statutory pension
accounting to U.S. GAAP, resulting in a cumulative understatement of its
pension liability by $4.5 at September 30, 2005. A charge of $4.5, or
$3.7 after-tax, was recorded in the fourth quarter of 2006 to correct the
cumulative understatement in prior years, in addition to the recording of
the 20046 additional U.S. GAAP expense of $0.6. The Company has deter-
mined the effect of this erroris not material to any of its previously issued
quarterly or annual financial statements, including for the year ended 2006.

During the fourth guarter of fiscal 2004, the Company announced a
Voluntary Enhanced Retirement Option (VERQ) offered to approximately
600 eligible employees in the U. S. of which 321 employees accepted.
A charge of $15.2, pre-tax, was recorded during the fourth quarter of
fiscal 2004 related to the VERO and certain other special pension
benefits, and the estimated impact of such benefits on the Company’s
pension plan is reflected in the amounts presented in the following tables.

The Company also sponsors or participates in @ number of other
non-U.8. pension arrangements, including various retirement and
termination benefit plans, some of which are reguired by local law or
coordinated with government-sponsored plans, which are not signifi-
cant in the aggregate and therefore are not included in the infermation
presented in the following tables.

The Company currently provides other postretirement benefits,
consisting of health care and life insurance benefits for certain groups
of retired employees. Certain retirees are eligible for a fixed subsidy,
provided by the Company, toward their total cost of health care
benefits. Retiree contributions for health care benefits are adjusted
periodically to cover the increase in total plan costs of the plan cost.
Cost trend rates no longer matenally impact the Company’s future cost
of the plan.
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The following tables present the benefit obligation, plan assets and funded status of the plans:

Postretirement
SEPTEMBER 30, 2006 2005 2006 2005
Change in Projected Benefit Obligation
Benefit obligation at beginning of year $ 740.2 $659.8 $ 61.5 $ 535
Service cost 24.7 274 0.3 0.3
Interest cost 37.6 37.3 3.3 3.2
Plan participants’ contributions 1.2 1.2 - -
Actuarial loss /(gain) 47 64.0 (12.1) 40
Benefits paid (36.5) 48.9) (1.6) (3.2)
Plan amendments (10.1) - - 2.6
Foreign currency exchange rate changes 10.9 (1.4) 0.2 11
Projected benefit obligation at end of year $772.6 $740.2 $ 516 3 615
Change in Plan Assets
Fair value of plan assets at beginning of year $ 655.7 5 608.6 $ 22 5 19
Actual return on plan assets 49.1 79.2 0.4 0.3
Company contributions 13.6 14.1 1.4 3.0
Plan participants' contributions 1.2 1.2 6.0 3.5
Banefits paid (36.6) (48.1) {7.6) (6.5)
Foreign currency exchange rate changes 6.3 0.7 - -
Fair value of plan assets at end of year $689.3 $655.7 5 24 $ 22
Plan Assets by Category at end of year
Equity securities 67% 67% 0% 0%
Debt securities 32% 32% 0% D%
Other 1% 1% 100% 100%
100% 100% 100% 100%
Funded Status
Funded status of the plan $ (83.3) $ (84.5) $(49.2) $(59.3)
Unrecognized net loss/{gain) 17.7 108.2 {9.0) 3.6
Unrecognized prior service (benefit) /cost (9.2) 7.8 {28.1) (30.3)
Unrecognized net transition obligation 1.3 1.4 - -
Prepaid {accrued) benefit cost $ 265 $ 329 $(86.3} $(86.0)
Amounts Recognized in the Consolidated Balance Sheet
Prepaid benefit cost $ B8A $ 85.9 $ - $ -
Accrued benefit liability {112.4) (105.9} (86.3) (86.0}
Intangible asset 4.4 3.6 - -
Accumulated othar comprehensive income 46.4 49.3 - -
Net amount recognized $ 265 $ 329 ${86.3) $(86.0)
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The funded status presented in the previous table consists of the
following over and {under) funded plans:

SEPTEMBER 30. 20046 2005
U.8. Qualified Plan $ 782 $ 585
All other plans {161.4} (143.0)
Total $ (83.3) $ (84.5)

The Company expects to contribute $12.2 to its pension plans and
$3.1 to its other postretirement benefit plans in 2007. The Company's
expected future benrefit payments are as follows:

SEPTEMBER 30. PENSION POSTRETIREMENT
2007 $ 376 3 3.1
2008 36.8 31
2009 38.5 3.1
2010 40.5 3.2
201 43.0 3.2
2012 to 2016 268.2 16.1

The following table presents pension and postretirement expense:

The accumulated benefit obligation for defined benefit pension
plans was $678.1 and $660.3 at September 30, 2006 and 2005,
respectively. The information for pension plans with an accumulated
benefit obligation in excess of plan assets is as follows:

SEPTEMBER 30, 2006 2005
Projected benefit obligation $ 2624 $ 2345
Accumulated benefit obligation 217.9 i98.0
Fair value of plan assets 104.5 93.5

Pension plan assets in the U.S. plan represent 81% of assets in all of
the Company’s defined benefit pension ptans. Investment policy for
the U.S. plan includes a mandate to diversify assets and invest in a
variety of asset classes to achieve that goal. The U.S. plan’s assets are
currently invested in several funds representing most standard equity
and debt security classes. The broad target allocations are: (a) equities,
including U.S. and foreign, 65%, (b) debt securities, including higher-
quality and lower-guality U.S. bonds: 35% and (c) other: <1%. The
U.S. plan held 0.1 million and 0.6 million shares of ENR stock at
September 30, 2006 and 2005, respectively, with a market value of
$9.5 and $32.8, respectively. Investment objectives are similar for
non-U.S. pension arrangements, subject to local regulations.

Pension Postretirement
SEPTEMBER 30, 2006 2005 2004 2006 2005 2004
Service cost $ 247 $ 274 $ 243 $ 0.3 $ 03 $ 02
Interest cost 37.6 373 323 3.3 3.2 3.1
Expected return on plan assets (49.0) 149.9) {48.1) (0.%) [0.1) (0.1
Amortization of unrecognized prior service cost {0.1) (C.1) - (2.2) {2.3) {2.5)
Amortization of unrecognized transition asset 0.1 0.2 1.7 - - -
Recognized net actuarial loss 6.1 3.4 0.4 0.1 - -
Net periodic benefit cost $ 194 $ 19.3 3 106 $ 14 $ 09 507

The following table presents assumptions, which reflect weighted-averages for the component plans, used in determining the above information:

Pension Postretirernent
SEPTEMBER 30, 2006 2005 20006 2005
Discount rate 5.2% 5.2% 5.7% 5.5%
Expected long-term rate of return on plan assets B8.0% 8.0% - -
Compensation increase rate 3.8% 3.7% - -

The expected return on plan assets was determined based on histerical and expected future returns of the varicus asset classes, using the
target allocations described below. Specifically, the expected return on equities {(U.S. and foreign combined) is 9.6%, and the expected return on

debt securities (including higher-quality and lower-quality bonds) is 5.1%.
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9. Defined Contribution Plan

The Company sponsors a defined contribution plan, which extends
participation eligibility to substantially all U.S. employees. The Company
matches 50% of participants’ before-tax contributions up to 6% of eligible
compensation, In addition, participants can make after-tax contribu-
tions into the plan. The participant's after-tax contribution of 1% of
eligible compensation is matched with a 325% Company contribution
to the participant’s pension plan. Amounts charged to expense during
fiscal 2006, 2005 and 2004 were $5.4, $5.2 and $5.4, respectively,
and are reflected in SG&A and cost of products sold in the Consolidated
Statement of Earnings.

10. Debt
Notes payable at September 30, 2006 and 2005 consisted of notes
payable to financial institutions with original maturities of less than one
year of $63.6 and $101.2, respectively, and had a weighted-average
interest rate of 6.0% and 4.7%, respectively.

The detail of long-term debt at September 30 is as follows:

20006 2005
Private Placemant, fixed interest rates ranging
from 2.7% to 6.2%, due 2007 to 2016 $ 1,485.0 $ 1,000.6
Singapore Bank Syndication, multi-currency
facility, veriable interest at LIBOR + 55 basis
points, or 6.7%, due 2010 2250 310.0
Total leng-term debt, including current maturities 1,710.0 1,310.0
Less current portion 85.0 15.0
Total long-term debt $1,625.0 § 1,2%85.0

The Company maintains total committed debt facilities of $2,185.0,
of which $475.0 remained available as of September 30, 2006.

Under the terms of the facilities, the ratio of the Company’s total
indebtedness to its EBITDA generally cannot be greater than 3.5 to 1
and the ratio of its EBIT to total interest expense must exceed 3 to 1,
Additional restrictive covenants exist under current debt facilities.
Failure to comply with the above ratios or other covenants could resuft
in acceleration of maturity, which could trigger cross defaults on other
borrowings. The Company believes that covenant violations resulting
in acceleration of maturity is unlikely. The Company’s fixed rate debt
is callable by the Company, subject to a “make whole”™ premium, which
would be required to the extent the underlying benchmark LS. treasury
yield has declined since issuance.

Aggregate maturities on all long-term debt at September 30, 2006
are as follows: $85.0 in 2007, $135.0in 2008, $100.0 in 2009, $445.0
in 2010, $165.0 in 2011, and $780.0 thereafter.

In July 2006, the Company completed a new $500.0 long-term
financing agreement. Maturities on the new debt are as follows: $80.0
in 2009 and $140.0 each in 2011, 2014 and 2016 with fixed rates ranging
from 6.0% to 6.2%. Approximately $420 of the proceeds from these
notes were used to pay down existing variable rate debt with the
remaining proceeds being heid for general corparate purposes.
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11. Preferred Stock

The Company’s Articles of Incorporation authorize the Company to
issue up to 10 miilion shares of $0.01 par value of preferred stock.
During the three years ended September 30, 2006, there were no
shares of preferred stock outstanding.

12. Shareholders Equity

On March 16, 2000, the Board of Directors declared a dividend of one
share purchase right {Right) for each outstanding share of ENR com-
mon stock. Each Right entitles a sharehelder of ENR stock to purchase
an additional share of ENR stock at an exercise price of $150.00, which
price is subject to anti-dilution adjustments. Rights, however, may only
be exercised if a person or group has acquired, or commenced a public
tender for 20% or more of the outstanding ENR stock, unless the acgui-
sition is pursuant to a tender or exchange offer for all outstanding
shares of ENR stock and a majority of the Board of Directors deter-
mines that the price and terms of the offer are adequate and in the best
interests of shareholders (a Permitted Cffer). At the time that 20% or
more of the outstanding ENR stock is actually acquired (other than in
connection with a Permitted Offer), the exercise price of each Right will
be adjusted so that the holder {other than the person or member of
the group that made the acquisition) may then purchase a share of ENR
stock at one-third of its then-current market price. If the Company
merges with any other person or group after the Rights become
exercisable, a holder of a Right may purchase, at the exercise price,
common stock of the surviving entity having a value equal to twice the
exercise price. If the Company transfers 50% or more of its assets or
earnings power to any cther person or group after the Rights become
exercisable, a holder of a Right may purchase, at the exercise price,
common stock of the acquiring entity having a value equal to twice the
exercise price.

The Company can redeem the Rights at a price of $0.01 per Right at
any time prior to the time a person or group actually acquires 20% or
more of the outstanding ENR stock (other than in connection with a
Permitted Offer]. In addition, following the acguisition by a person or
group of at least 20%, but not more than 50% of the outstanding ENR
stock (other than in cannection with a Permitted Offer), the Company
may exchange each Right far one share of ENR stock. The Company’s
Boarc of Directors may amend the terms of the Rights at any time
prior to the time a person or group acquires 20% or more of the
outstanding ENR stock {other than in connection with a Permitted
Offer) and may amend the terms to lower the threshold for exercise of
the Rights. If the threshold is reduced, it cannot be lowered to a per-
centage that is less than 10% or, if any shareholder holds 10% or more
of the outstanding ENR stock at that time, the reduced threshold must
be greater than the percentage held by that shareholder. The Rights will
expire en April 1, 2010,

At September 30, 2006, there were 300 million shares of ENR stock
authorized, of which approximately 4.7 million shares were reserved for
issuance under the 2000 Incentive Stock Plan.

Beginning in September 2000, the Company's Board of Directors
has approved a senes of resolutions authorizing the repurchase of




shares of ENR common stock, with no commitments by the Company
to repurchase such shares. Most recently, on July 24, 2006, the Board
of Directors approved the repurchase of up te an additional 10 million
shares and 8.8 millicn shares remain under such autherization as of
September 30, 2006. During fiscal year 2006, approximately 11.3 mil-
lion shares were purchased for $600.7.

13. Financiatl Instruments and Risk Management

Foreign Currency Contracts At times, the Company enters into for-
eign exchange forward contracts and, to a lesser extent, purchases
options and enters into zero-cost option collars to mitigate potential
tosses in earnings or cash flows on foreign currency transactions. The
Company has not designated any financial instruments as hedges for
accounting purposes. Foreign currency exposures are primarily related
to anticipated intercompany purchase transactions and intercompany
borrowings. Other foreign currency transactions to which the Company
is exposed include external purchase transactions and intercompany
receivables, dividends and service fees.

The contractual amounts of the Company's forward exchange con-
tracts were $21.3 and $30.8 in 2006 and 2005, respectively. These
contractual amounts represent transaction volume outstanding and do
not represent the amount of the Company's exposure to credit or market
loss. Foreign currency contracts are generally for one year or less.

Prepaid Share Options A portion of the Company’s deferred compen-
sation liabilities is based on Company stock price and is subject to
market risk. The Company has entered intc a net-cash settled
prepaid share opticn transaction with a financial institution to mitigate
this risk. The change in fair value of the prepaid share optiens is record-
ed in SG&A in the Consolidated Statements of Earnings. Changes in
value of the prepaid share option approximately oifset the after-tax
changes in the deferred compensation liabilities tied to the Company's
stock price. Market value of the Company’s investment in the prepaid
share options was $50.8 and $20.4 at September 30, 2006 and 2005,
respectively, with approximately 0.7 and 0.4 million prepaid share
options outstanding at September 30, 2006 and 2005, respectively.
The settlement date of the options outstanding at 2006 year-end is
September 28, 2007. The change in fair value of the prepaid share
option for the year ended September 30, 2006 and 2005 resulted in
income of $10.8 and $5.4, respectively.

Concentration of Credit Risk The counterparties to foreign currency
contracts consist of a number of major international financial institu-
tions and are generally institutions with which the Company maintains
lines of credit. The Company does not enter into foreign exchange
contracts through brokers nor does it trade foreign exchange contracts

on any other exchange or over-the-counter markets. Risk of currency
positions and mark-to-market valuation of positions are strictly moni-
tored at all times.

The Company continually monitors positions with, and credit ratings
of, counterparties both internally and by using outside rating agencies.
The Company has implemented policies that limit the amount of agree-
ments it enters into with any one party. While nonperformance by these
counterparties exposes the Company to potential credit losses, such
losses are not anticipated due to the control features mentioned.

The Company sells to a large number of customers primarily in the
retail trade, including those in mass merchandising, drugstore, super-
market and other ¢hannels of distribution throughout the world. The
Company performs ongoing evaluations of its customers’ financial con-
dition and creditworthiness, but does not generaily require collateral.
The Company's largest customer had obligations to the Company with
a carrying value of $68.0 at September 30, 2006. While the competi-
tiveness of the retail industry presents an inherent uncertainty, the
Company does not believe a significant risk of loss from a concentra-
tion of credit risk exists with respect to accounts receivable,

Financial Instruments The Company’s financial instruments include
cash and cash equivalents, short-term and long-term debt and foreign
currency contracts, Due to the nature of cash and cash equivalents and
short-term borrowings, including notes payable, carrying amounts on
the balance sheet approximate fair value.

At September 30, 2006 and 2005, the fair market value of fixed rate
long-term debt was $1,454.8 and $965.2, respectively, compared to its
carrying value of $1,485.0 and $1,000.0, respectively. The increase in
fixed rate long-term debt is due to the refinancing of variable rate debt
into fixed rate debt in July 2006. See Note 10 for additional information.
The book value of the Company's variable rate debt approximates fair
value. The fair value of the long-term debt is estimated using yields
obtained from independent pricing sources for similar types of borrow-
ing arrangements.

The fair value of foreign currency contracts is the amount that the
Company would receive or pay to terminate the contracts, considering
first, quoted market prices of comparable agreements, or in the absence
of quoted market prices, such factors as interest rates, currency
exchange rates and remaining maturities. Based on these considera-
tions, the Company would make a total net payment of $0.1 and $0.3
for outstanding foreign currency contracts at September 30, 2006 and
2005, respectively. However, these payments are untikely due to the
fact that the Company enters into foreign currency coniracts to hedge
identifiable foreign currency exposures, and as such would generally
not terminate such contracts.
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14. Environmental and Legal Matters

Government Regulation and Environmental Matters The operations
of the Company, like those of other companies engaged in the battery
and shaving products businesses, are subject to various federal, state,
foreign and local laws and regulations intended to protect the public
health and the environment, These regulaticns primarily relate to worker
safety, air and water quality, underground fuel storage tanks and waste
handiing and disposal. The Campany has raceived notices from the U.S.
Environmental Protection Agency, state agencies and/or private parties
seeking contribution, that it has been identified as a “potentially respon-
sible party” (PRP) under the Comprehensive Environmental Response,
Compensation and Liability Act, and may be required to share in the
cost of cleanup with respect to seven federal “Superfund” sites. It may
also be required to share in the cost of cleanup with respect to two
state-designated sites or cther sites outside of the U.S.

Accrued environmental costs at September 30, 2006 were $8.3, of
which $1.9 is expected to be spent in fiscal 2007. This accrual is not
measured on a discounted basis. It is difficult to quantify with certainty
the cost of environmental matters, particularly remediation and
future capital expenditures for environmental control equipment.
Nevertheless, based on information currently available, the Company
believes the possibility of material environmental costs in excess of the
accrued amount is remote.

Legal Proceedings The Company and its subsidiaries are parties to a
number of legal proceedings in various jurisdictions arising out of
the operations of its businesses. Many of these legal matters are in pre-
liminary stages and involve complex issues of law and fact, and may
proceed for protracied periods of time. The amount of liability, if any,
from these proceedings cannot be determined with certainty. However,
based upon present information, the Company believes that its ultimate
liability, if any, arising from pending legal proceedings, asserted legal
claims and known polential legal claims which are likely to be asserted,
should not be material to the Company’s financial position, taking into
account established accruals for estimated liabilities.
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15. Other Commitments and Contingencies

An international affiliate of the Company has $10.1 of funds deposited
in a bank account that js acting as collateral for a certain bank Joan. The
Company has reflected this bank deposit as restricted cash, which is
included in other current assets on the Consolidated Balance Sheet.
The loan was initiated in June 2004 for a three month period. At each
maturity, the Company renewed the agreement, As the loan amount
changes, the funds on depasit will be required to increase or decrease
with the loan amount. Beginning in 2006, the impact of this transaction
is reflected in the investing section of the Consolidated Statement
of Cash Flows.

Total rental expense for 2l operating leases was $27.1, $26.2 and
$22.9 in 2006, 2005 and 2004, respectively. Future minimem rental
commitments under noncancellable operating leases in effect as of
September 30, 2006, were $15.8 in 2007, $11.9 in 2008, $9.0in 2009,
$7.4in 2010, $4.7 in 2011 and $7.3 thereafter. These leases are primarily
for office facilities.




16. Supplemental Financial Statement Information

SUPPLEMENTAL BALANCE SHEET INFORMATION

2006 2005
Inventories
Raw materials and supplies $ 754 $ 755
Work in process 117.8 8%.2
Finished producis 360.7 326.3
Total inventories $ 5539 $ 4910
Other Current Assets
Miscellanecus receivables $ 358 5 468
Deferred income tax benefits 88.2 84.9
Prepaid expenses 56.3 52.4
Prepaid share options 50.8 20.4
Other 16.2 6.7
Total other current assets $ 2473 $ 2.2
Property at Cost
Land $ 2641 $ 254
Buildings 209.1 199.0
Machinery and equipment 1,240.1 1,192.7
Construction in progress 49.2 52.0
Total gross property 1,524.5 1,469.1
Accumulated depreciation 864.6 786.6
Total net property at cost § 6599 $ 6825
Other Assets
Pension asset $ BB $ 859
Deferred taxes and other assets 78.3 774
Total other assets § 1664 $ 163.3
Other Current Liabilities
Accrued advertising, promotign and allowances $ 2358 $ 248.2
Accrued salaries, vacations and incentive compensation 96.7 B7.5
Other 198.2 153.9
Total other current liabilities $ 5317 5 4896
Cther Non-current Liabilities
Pension, other retirement benefits and deferred compensation $ 3122 § 2720
Other 56.1 88.7
Total other non-current liabilities $ 3683 S 360.7
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ENERGIZER HOLDINGS, INC.

Notes to Consolidated Financial Statements
fDofiars in miflions, except per share and percantage data)

ALLOWANCE FOR DOUBTFUL ACCOUNTS

2006 2005 2004
Balance at beginning of year $ 125 $ 15.0 5 9.8
Provision charged to expense, net of reversals - 0.8 3.4
Write-offs, less recoveries (1.6) (3.3) (2.5)
Special purpose entity - - 4.3
Balance at end of year $ 0.9 $ 125 $ 15.0
INCOME TAX VALUATION ALLOWANCE

2006 2005 2004
Balance at beginning of year $ 151 $ 247 $ 273
Provision charged to expense 18 4.9 13.5
Reversal of provision charged to expense (5.7) (14.7) {13.6}
Translation [0.5) 0.2 [2.5)
Balance at end of year $ 10,7 $ 151 $ 247
SUPPLEMENTAL CASH FLOW STATEMENT {NFORMATION

20046 2305 2004
Interest paid $ 66.7 $ 481 § 320
Income taxes paid 113.3 86.4 72.9

17. Segment Information

Operations for the Company are managed via three major segments -
North America Battery (U.S. and Canada battery and lighting products),
International Battery {rest of world battery and lighting products} and
Razors and Blades {global razors, blades, and related products), The
Company reports segment results reflecting all profit derived from each
outside Gustomer sale in the region in which the customer is located.
Research and development costs for the battery segments are com-
bined and included in the Total Battery segment results. Research and
development costs for Razors and Blades are included in that seg-
ment’s results. Segment performance is evaluated based on segment
operating profit exclusive of general corporate expenses, share-based
compensation costs, costs associated with most restructuring, integra-
tion or business realignment and amortization of intangible assets.
Financial items, such as interest income and expense, are managed on
a global basis at the corporate level. This structure is the basis for the
Company's reportable aperating segment informaticn.
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The Company's operating model includes a combination of stand-
alone and combined business functions between the battery and razor
and blades businesses, varying by country znd region of the world.
Shared functions include product warehousing and distribution, various
transaction processing functions, and eavironmental activities, and in
some countries, combined sales forces and management. Beginning in
fiscal 2006, the Company applied a fully allocated cost basis, in which
shared business functions are allocated between the businesses. Prior
years were adjusted to this same basis and reconciliations, including
the aforementioned SFAS 123R adjustment, are presented in Note 18
te the Consolidated Financial Statements. Such allocations do not rep-
resent the costs of such services if performed on a stand-alone basis.

Wal-Mart Stores, Inc. and its subsidiaries accounted for 18.5%, 17.5%
and 16.6% of total net sales in 2006, 2005 and 2004, respectively,
primarily in Morth America. Corporate assets shown in the following
table include all cash and cash equivalents, financial instruments,
pension assets and deferred tax assets that are managed outside of
operating segments.




2006 2005 2004
Net Sales
North America Battery $ 1,233.8 $ 11730 $ Luz6
International Battery 3.3 885.% 827.0
Total Battery 2,147.1 2,059.0 1,944.6
Razors and Blades 929.8 93C.8 848.1
Total net sales $ 3,076.9 $2989.8 § 28127
Profitability
Nerth America Battery $ 3007 $ 2958 $ 2982
International Battery 177.3 178.5 152.4
R&D Battery (35.7) [36.0) (39.9)
Total Battery 4423 438.3 410.7
Razors and Blades 127.7 107.5 76.2
Total segment profitability 570.0 545.8 486.9
Generai corporate and other expenses (128.9} {101.7) (100.5)
Amcrtization 5.3} (5.3) (5.8)
Interest and other financial items (79.2} 50.1) (32.8)
Total earnings before income taxes $ 356.6 $ 3887 $ 3478
Depreciation and Amortization
Morth America Battery $ 452 $ 439 $ 409
International Battery 20.6 19.0 22.4
Total Battery 65.9 62.% 63.3
Razors and Blades 43.0 47.4 45.0
Total segment depreciation 108.8 110.3 108.3
Corporate 8.7 6.0 7.5
Total depreciation and amortization $ NS 3 1163 $ 1158
Total Assets
North America Battery $ 8452 $ 8142
International Battery 545.7 518.9
Total Battery 1,390.9 1,333.1
Razors and Blades 621.3 612.6
Total segment assets 2,012.2 1,945.7
Corporate 449.2 3641
Goodwill and other intangible assets 671.2 664.0
Total assets $ 3,132.6 52,9738
Capital Expenditures
North America Battery $ 37.2 § 574 $ 612
International Battery 11.5 15.4 17.9
Tetal Battery 48.7 730 79.1
Razors and Blades 375 9.6 34.0
Total segment capital expenditures 86.2 102.6 131
Corporate 8.7 0.4 8.3
Total capital expenditures $ 949 $ 1030 $ 1214
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ENERGIZER HOLDINGS, INC.
Notes to Consclidated Financial Statements

(Dolars in mufiions, axcept per share and percentage data)

Geographic segment information on a legal entity basis:

The Company’s international net sales are derived from customers
in numerous countries, with sales to customers in Japan representing

2006 2005 2004 5.0%, 5.7% and 5.8% of the Company's total sales in 2006, 2005
Net Sales to Customers and 2004, respectively. Sales to customers in all other single foreign
United States $ 11,4745  $ 14092 51,3381 countries represented less than 5% of the Company's total sales for
International 1,602.4 1,580.6 1474.6 each of the three years ended September 30.
Total net sales $30769 $2989.8 528127 Supplemental product information is presented below for net sates:
Long-Lived Assets 2006 2005 2004
United States § 5024 5 5168 Net Sates
Germany 126.5 120.8 Alkaline batteries $1,338.0 $ 13300 $1284.0
Other International 197.4 208.2 Carbon zinc batteries 2422 254.0 247.9
Total long-lived assets $ B263 & 8458 Other batteries and lighting products 566.9 475.0 412.7
Razors and Blades 929.8 930.8 858.1
Total net sales $3,076.9 529898 $2,812.7

18. Reconciliation of Segment Changes

The tables betow reflect the impact on 2005 and 2004 results as a result of the Company's adoption of SFAS 123R and the fully allocated method

as descriped in Notes 7 and 17, respectively.

YEAR ENCED SEPTEMBER 30, 2005

As Fully Allocated

Reported Adjustment FAS 123R Adjusted
Profitability

North America Battery $ 2957 0.1 - 5 2958
International Battery 173.7 4.8 - 178.5
R&D Battery [36.0) - - (36.0}
Total Battery 433.4 4.9 - 438.3
Razors and Blades 17.3 9.8) - 107.5
Total segment profitability $ 550.7 {4.9) - $ 545.8
Corporate expense {97.6) 4.9 9.0) (101.7)
Amortizaticn expense 5.3 - - (5.3)
Interest and other financial items [50.1) - - [50.1)
Total earnings before income taxes $ 3977 - 9.0} $ 388.7
Income tax provision 1.3 - (3.3} 108.0
Net earnings $ 2864 - % (5.7} $ 280.7
EPS - Basic $ 4.03 - {0.08) § 395
EPS - Dituted $ 390 - (0.08) $ 382
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YEAR ENDED SEPTEMBER 30, 2004

As Fully Allocated

Reported Adjustment FAS 123R Adjusted
Profitability

North America Battery $ 298.2 - - S 298.2
International Battery U727 4.7 - 152.4
R&D Battery (39.9) - - (39.9)
Total Battery 406.0 4.7 - 410.7
Razors and Blades 85.7 9.5) - 76.2
Total segment profitability $ 4917 (4.8) - 3 4869
Corporate expense (95.1) 4.8 (10.2) (100.5)
Amortization expense 5.8} - - 5.8}
Interest and cther financial items (32.8) - - (32.8)
Total earnings before income taxes % as8.0 - {10.2) % 3478
Income tax provision 90.6 - (3.8} 86.8
Net earnings $ 2674 - $ (6.4) $ 2610
EPS - Basic $ 332 - (0.08) $ 3.24
EPS - Diluted $ 321 - (0.08) $ 313

19. Presentation of Statements of Cash Flows
The Statements of Cash Flows for fiscal years prior to 2006 were
adjusted in accordance with SFAS 123R to reflect excess tax benefits
as an inflow from financing activities. Impacts to the Statements of
Cash Flows were $20.9 and $6.4 for 2005 and 2004, respectively.

In pricr years' Censolidated Statements of Cash Flows, certain bor-
rowings and repayments under revolving lines of credit were presented
separately in the financing section (gross basis). For debt instruments

with original maturities of less than ¢0 days, SFAS No. 95, “Statement of
Cash Flows,” permits borrowings and repayments to be netted for pres-
entation in the Consolidated Statements of Cash Flows, For fiscal 2006,
the Company began presenting all borrowings with original maturities of
less than 90 days, including those under the aforementioned revolving
lines of credit, on a net basis and anly borrowings with original maturities
of 90 days or greater will be presented on a gross basis. Prior year
amounts have been changed to conform to the current presentation.
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(Doltars in milkions, excepl par share and percentage data)

20. Quarterly Financial Information - {Unaudited)
The results of any single quarter are not necessarily indicative of the Company’s results for the full year. Net earnings of the Company are signifi-
cantly impacted in the first quarter by the additional battery product sales volume associated with the December holiday season.

FIRST SECOND THIRD FOURTH

Fiscal 2006
Net sales $882.4 $629.5 $734.9 $ 830
Gross profit 431.4 307.8 357.4 384.2
Net earnings 120.5 50.0 51.3 39.1
Basic earnings per share $ 183 $ 0.81 $ 085 $ 0.68
Diluted earnings per share $ 177 $ 0.78 $ 0.83 $ 0.66
Items increasing/(decreasing) net earnings:

Restructuring and related charges (3.1} - [7.9) {13.9)

Adjustments to prior years' tax accruals - - B.6 2.3

Foreign benefits related to prior years' losses - - - 5.7

Foreign pension charge - - - {3.7)
Fiscal 2005
Net sates $ 8759 $ 629.0 3 6912 7937
Gross profit 4454 319.2 339.2 373.%
Net earnings 120.4 56.2 52.3 51.8
Basic earnings per share 5 167 3 079 3 074 $ 075
Diluted earnings per share $ 140 $ 076 $ 0.71 $ 072
Items increasing /(decreasing) net earnings:

Adjustments to pricr years' tax accruals - 6.4 2.2 z2.0

Foreign benefits related Lo prior years' losses - 1.2 1.2 2.3

Repatriation of foreign earnings under AJCA - - (9.0} -

Restructuring and related charges - - - 3.7)
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